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(Lire) 


ASSETS 


Cash, Balances with Banks 
Money call 


Govt. semi-Govt. Se- 
Invest- curities Treasury 


ments Bills . 
Other Securities 


Contango, Advances Securi- 
ties Loans 


Bills receivable 
Sundry Accounts 
Premises, Furnitures Fixtures 


Customers’ Liability for Gua- 
rantees Acceptances 


Securities Third 
Parties 


Special 


Staff Assistance Retirement 
Fund Securities deposited 
the Bank Guarantee 


93,907,070,068 


150,449,856,159 


2,588,530,287 


701,464,826,003 


11,652,562 


11,856,192,441 


904,597,210,895 


LIABILITIES 


Ordinary Reserve Fund 

Deposits Current Accounts 521,536,419,537 
Cheques Circulation (assegni 
circolari) 17,723,207,695 
Bills for collection 


Guarantees Acceptances for 
A/C Customers 


Sundry Accounts 


Staff individual Retirement 


Unearned Discount 


unearned Income 
701,464,826,003 


Accounts special 
Accounts 
Bank’s Securities 
Staff Assistance Retirement 


11,652,562 


904,597,210,895 


AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 


SECTION FOR CREDIT MEDIUM AND 
Capital, Reserves and Government Guarantee Fund 2,589,615,450 


SECTION FOR HOTEL AND TOURIST CREDIT 
Aggregate Capital Reserves 687,265,331 


SECTION FOR CO-OPERATIVE CREDIT 
Capital Reserves 2,594,042,620 Government Guarantee 2,000,000,000 


SECTION FOR MORTGAGE CREDIT 
Aggregate Capital Reserves 1,233,702,722 


SECTION FOR CINEMA CREDIT 


Aggregate Capital Reserves 747,034,851 


— 
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SUMMARY 


has for some time been apparent discussions that have accompanied the 


proposals for return currency convertibility that the protagonists are divided into 
two camps: those who favour the system fixed exchange rates and those who favour 
flexible rates Prof. Lutz here takes sides with the latter group article 
entitled The Case for Flexible Exchange Rates 

the first part the article the author shows that the double objective the 
return convertibility (even the more limited and less problematical form conver- 


tibility for foreigners) and the liberalisation imports cannot reached unless exchange 
rates are allowed move. 


the second and third parts treats the longer run aspect the problem. 
gives exhaustive analysis possible methods dealing with deficit the balance 
payments, first discussing the disadvantages the various alternative ways that may 
adopted under the system fixed exchange rates (deflation; foreign exchange control 
and quantitative restrictions imports; and sudden devaluations the type incorporated 
the statutes the International Monetary Fund); and secondly showing that policy 
fluctuating rates superior these other methods. arrives this last conclusion 
after carefully considering the main objections which are raised against the system 
flexible rates its critics, starting with that which based widely held but largely 
unfounded and passing those which are more serious 
nature and are connected with the dangers price-wages spiral and one-way 
speculation. 
the fourth part the author discusses the suggestion for combining the policy 
flexible rates with establishment stabilisation funds. inclined doubt the 
advisability setting independent national funds, and emphasize the advantages 
European Stabilisation Fund which might replace the European Payments Union. 
his conclusions Prof. Lutz points the possibility adopting the early stages 
system limited flexibility under which exchange rates would allowed 


fluctuate between limits that were well defined but considerably wider than those which 
prevail present. 


The article Mr. J.S.G. Wilson The French Deposit Banks and the Ban- 
ques presents the main lines the structure and operating methods both 
the deposit banks (to which the first part devoted) and the banques 
(which are treated the second part). Mr. Wilson’s main purpose explain, with 
frequent references Anglo-Saxon experience, the criteria and techniques adopted, with 
respect both deposit accounts and lending operations, the various groups 
banks the big banks both nationalized and other; the regional banks; the local 
banks; and the banques The treatment the technical aspects is, however, 
set against the background series more general considerations concerning, 
alia, the validity and limitations the distinction between deposit banks and banques 
the regional and local banks face the slow movement towards banking 
concentration, the regulation interest rates, and appraisal the results achieved 
the banking legislation 1945. thus provides the reader with comprehensive 
picture the French banking system and its more important to-day problems. 


review article entitled Central Banking the British Commonwealth, which 
was published previous number this Journal (No. 25, 2nd Qtr. 1953), Mr. David 
Rowan referred the special monetary problems that were likely confront dependent 
economies because the dominant influence exerted upon the latter the behaviour 
the balance payments. Elaborating the same idea, Mr. Rowan examines, the 
present article The Monetary Problems Dependent Economy: the Australian 
Experience 1948-52 the concrete case Australia, country which, says, offers 
particularly good example economy which both economically dependent and 
highly developed financially. 

The main purpose the paper assess the extent which the Commonwealth 
Bank was successful promoting stabilization policies (in sense which defines) 
from 1948 1952, period which the Australian balance payments underwent 
changes considerable magnitude which inevitably produced repercussions the 
monetary field. With this object view not only gives detailed analysis the 
policy followed the Central Bank and its effects the liquidity position the 
commercial banks, but also extends his investigation individual sectors the economy 
and various aspects the money and capital markets, place proper pers- 
pective the effective possibilities and limits monetary policy country such 


Australia. 


two studies published earlier this Review (Liquidity the Economy and 
the Banking System, No. 18, 1951; and Money Supply and Interest Rate Recent 
Macro-Economic Conceptions, No. 30, 1954), Prof. Amedeo Gambino had re-opened 
the discussion the problem the determinants the volume bank deposits. 
had reached conclusions which diverged from the well-known keynesian proposition 
according which the volume deposits determined almost exclusively the 
monetary authorities; and had specifically criticised Prof. Schneider for asserting 
the general validity that proposition (as for example Fundamental Errors 


Recent Anti-Keynesian Literature, this Review, No. 25, 
Prof. Scheneider, Comment which published this number, and which 


refers the second Prof. Gambino’s articles cited above, elaborates his point, drawing 
especially the contributions monetary theory German economists (e.g. Gestrich 
and 

Prof. Gambino sets out the points agreement and disagree- 
ment with Prof. Schneider, and summarises the most significant results his own 


studies. 


The discoveries natural gas and oil that have recently been made Sicily and 
the Abruzzi have brought the petroleum sector the Italian economy once more 
into the hot topics the day. Lively discussions are going both concerning pro- 
posals for reforms the law and concerning the general lines economic policy. And 
the debate reflects not only contrasting domestic interests but also powerful international 
interests. The opposing viewpoints are analysed the article The Future 
Italian Natural Gas and Oil» Mr. John Cairncross. 


whose contributions are published the present Review. 
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the discussion proposals for the 


return Western European countries 


their associated currency areas currency 
convertibility, opinion divided concerning 
the advisability combining such step with 
the introduction flexible exchange rates. 
Although, apart from the report the Ran- 
dall Committee which was favour 
flexible rates, authoritative statements the 
question are lacking, generally believed 
that there are strong advocates such 
policy American and British government 
circles, but that the Continent official 
opinion inclines towards the maintenance 
rates. Among academic economists, 
also, there perhaps more support for flex- 
ible rates Anglo-Saxon countries than 
the Continent (1). 

The problem flexible exchange rates 
has examined two different levels. 
First, may asked whether the reesta- 
convertibility requires the intro- 
duction flexible rates least for limited 
period after which the return fixed rates 
may again envisaged. Secondly, case 
the answer the first question the affir- 
mative, remains consider whether the 
return fixed rates the longer run 
advisable not. shall deal with these 
two questions separately. 


recent publication the convertibility problem 
Hunold, Ziirich, 1954) Professor Haberler (Harvard Univer- 
sity) and Professor Meade (London School Economics) ad- 
vocated flexible rates, did, another publication Essays 
Positive Economics Chicago, 1953, pp. 157-203) Professor 
Friedman (Chicago University). The continental writers contri- 
buting the first these publications took strong stand 
against flexible rates; Professor Posthuma (Holland) even went 
far assert that fixed rates are integral part the 
convertibility currencies. 


The Case for Flexible Exchange Rates 


view the many different meanings 
which the term convertibility has now 
acquired, seems necessary start out with 
rency exists everybody whether resi- 
dent the country concerned non-resi- 
that currency can change freely into any 
other currency. for foreign- 
exists, foreigners who acquire the 
currency question can change into any 
other currency, whereas residents the coun- 
try are not free possess themselves any 
amounts foreign currency they may wish 
buy. Convertibility for residents means 
that the residents the country are free 
acquire much foreign currency 
certain groups are not 
free convert the currency the country 
into other currencies, the practical example 
this type convertibility being the Swiss 
franc. All three types convertibility are 
compatible with the existence quantitative 
import restrictions. Some authors, however, 
seem consider the absence such import 
restrictions integral part the definition 
convertibility for residents the grounds 
that resident who cannot import whatever 
wishes fact prevented from making 
the purchases foreign currencies would 
otherwise make. seems preferable 
use the term liberalisation imports for 
the abolition quantitative import restrict- 
ions, and reserve the term convertibility 
for the freedom exchange currencies against 
one another. Otherwise should obliged 
say that even Switzerland, which applies 
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certain quantitative restrictions imports 
agricultural products, convertibility for resi- 
dents does not exist; and should have 
admit that the convertibility currencies had 
disappeared France and elsewhere early 
1930, when quantitative trade restrictions 
were introduced long advance the break- 
down the gold standard. 

While full must the 
final aim, generally agreed that cannot 
reached single step. Nor does seem 
possible introduce the near future con- 
vertibility for residents which presupposes 
freedom capital movements, and step 
which many countries whether rightly 
wrongly here immaterial are reluctant 
take for fear that may provoke large capital 
flights. The practical issue therefore lies be- 
tween the introduction convertibility for 
foreigners the one hand, and the com- 
plete liberalisation imports, what 
sometimes called (inappropriately, think) 
convertibility for residents with respect 
current transactions the other. Much 
the recent discussion has turned upon the 
question which these 
should have priority. 
aim itself; serves useful purpose only 
affects imports and exports direction 
which considered desirable. Now, the in- 


would undoubtedly direct international trade 
into channels preferable those which 
moves present, because would get rid 
one the motives for what are usually call- 
discriminatory trade practices Thus 
Great Britain introduced this type conver- 
tibility there would longer any advan- 
tage for her discriminating against Amer- 
ican imports, since import surplus from 
any other country could deprive her dol- 
lars just much would import sur- 
plus from America. Therefore, she could 
not achieve for foreigners 
without the aid import restrictions, she 
would least handle the latter non- 
discriminatory fashion (2), put restrict- 


(2) this meant formal non-discrimination with respect 
imports from different countries; clear, however, that 
import restrictions imposed certain commodities and not 
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ions matter where they 

came from. other words, her importers 

would able buy, the extent which 

they were allowed buy all, the coun- 
tries where the goods were cheapest, result 
which undoubtedly desirable Great Bri- 
tain’s own interest. This type convertibility 
would also benefit her other ways, 
making sterling more attractive hold, and 
removing the discount transferable 
ling the dollar. 

The introduction convertibility 
foreigners requires course that the coun- 
try should have reached approximate equili- 
brium its overall balance payments 
case trades with soft currency coun- 
tries with which has export surplus the 
proceeds which are non-convertible that 
should even have overall surplus; and 
possible that, the basis existing exchange 
rates and price levels, may unable 
achieve this equilibrium this surplus without 
the aid import restrictions. then have 
set the advantage non-discriminatory 
trade practices against the disadvantage 
maintaining even tightening import 
strictions (3). understandable that, under 

these circumstances, great many economists 
believe that the liberalisation imports should 
come before the introduction convertibility. 
This view apparently shared the OEEC; 
undoubtedly represents the majority opinion 
the Continent. 

The point want make here that the 
dual objective the return convertibility, 
even the restricted sense convertibility 
for foreigners along with the liberalisation 


imports may impossible achievement, 


tries concerned, policy flexible 
change rates. 

demonstrate this point, let 
the countries the world into three catt 


others are, rule, discriminatory even between 
since they restrict imports from the countries from which 
particular commodities come, and not restrict imports 
countries which the commodities the «free originat 

(3) have explained the text, import 
between the degrees restriction before and after the inte 
duction convertibility, respectively, could never 


precise. 


int 
the 
under 
almos 
ious 
ay o 


gories: the first consists countries which, 
spite import restrictions, still have defi- 
cits their balances payments; the second 
category consists countries which, with the 
aid import restrictions, are just managing 
keep their balances payments equili- 
brium; the third consists countries with 


surpluses their balances payments. 
the last category import restrictions are already 
reduced minimum which retained not 
for balance payments purposes but for 
tective reasons. Let assume now that 
countries liberalise their imports 
Assuming exchange rates remain fixed 
their present levels, can then risk this 
will undergo increase its deficit, 
second group will run into deficit, 
third group will have increase 
surplus (4). Under these conditions the first 
out and they must remain soft 
ave countries, having their deficits financed 
the surplus countries via the EPU, unless 
two things either the deficit 
domestic income and price levels 
into operation mechanism which tends 
restore equilibrium the balance pay- 
ments some other manner; and the only 
possibility here the price mechanism the 
form flexible exchange rates. there can/ 
hardly any doubt that country will 
voluntarily follow the first course, because 
Convertibility for foreigners» can 
introduced, existing exchange rates, with 
tion imports can achieved existing 
group provided some countries, 
refrain from introducing this type 
ich 
(4) There are some countries which cannot brought 
riginat any one these three categories, countries which have 
almost completely liberalised their imports spite precar- 
balance payments position. These will, course, 
from the liberalisation imports the others without 


own part. Italy the outstanding example here. 


The Case for Flexible Exchange Rates 


tries; both aims together, however, cannot 
achieved unless exchange rates are allowed 


move. All that this means that the 
existing exchange rate structure wrong and 
must set right currencies are made 
convertible and imports liberalised. Sud- 
den once-for-all devaluations currencies 
will not the appropriate device, since the 

correct exchange rates cannot calculated 
advance but must found the market. 


Advocacy flexible exchange rates 
temporary measure during the early stages 
the return convertibility does not necessa- 
rily prejudice the case favour flexible 
rates the longer run. this longer run 
aspect the problem which still have 
discuss. Let first, however, consider, 
for purposes comparison, other methods 
dealing with balance payments difficulties. 

Those who favour fixed exchange rates are 
frequently content point out the familiar 
advantages the latter without making any 
comment the crucial problem what 
done case serious balance pay- 
ments deficit arises. The choice the future 
foreign exchange policy cannot made 
the assumption perpetual fair weather 
Such optimistic hypothesis assumes the real 
problem away. every country could count 
uninterrupted equilibrium its balance 
payments, would not matter much 
whether the country had, principle, 
fixed flexible exchange rate system, 
since there would even under the latter 
reason for the rates fluctuate widely, 
that both systems would practically amount 
the same thing. the case fun- 
damental disequilibrium the balance 
payments which must have mind when 
making our choice. 

Given that exchange rates are kept 
fixed, the authorities can, when faced with 
such disequilibrium, take several alternative 
lines action: 


(1) They can exercise deflationary pres- 
sure. The use this method amounts 
effect returning the gold standard. 


a 

t . 


178 


prices and, particular, wages were flexible 
downwards, deflation would the last anal- 
ysis work the same way fall the 
foreign exchange rate. For both cases the 
equilibrium the balance payments would 
restored via fall the domestic price 
level the country concerned relative the 
world price level. Under modern conditions, 
where downward flexibility prices and 
wages does not exist, deflationary policy 
produces unemployment and decline 
national income, and thereby reduction 
the demand for imports; and the adjustment 
the balance payments takes 
through this decline income 
rather than through relative fall 
ces. The difficulties restoring equilibrium 
through deflation are likely heightened 
the behaviour the surplus countries. 
Unless they are engaged expansionist mon- 
etary policies for other reasons, ¢.g. 
cure for unemployment, they will reluctant 
follow the policy increasing the 
supply which the rules the gold standard 
would recommend; and thus the entire bur- 
den the adjustment will fall the shoul- 
ders the deficit country. These considera- 
tions leave little room for doubting that the 
orthodox gold standard policy dealing with 
deficit the balance payments the 
present time outside the realm practical 
possibilities. country likely subject 
the discipline which the gold standard 
imposes. 


(2) alternative method maintain- 
ing exchange rates fixed face serious 
balance payments difficulties the intro- 


duction foreign exchange control or, 


least, quantitative restrictions imports 
the form quotas licences. The resort 
this method would mean complete rever- 
sal the direction which international 
economic policy has been guided throughout 
most the postwar period; but none 
theless true that those who advocate fixed 
exchange rates while objecting the gold 
standard method dealing with deficits have 
choice but recommend foreign exchan 

control, quantitative import restrictions, 
the only method overcoming balance 
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payments crisis. And there undoubtedly 
grave danger that just this method will 
chosen the future. The experiences and 
discussions recent years are ample enough 
make unnecessary for describe the 
drawbacks this method detail. The arbi- 
trariness the administrative measures which 
have taken; the direction interna- 
tional trade into channels other 
determined comparative advantage; the 
with which the measures are taken, 
has been most clearly illustrated the 
British case; the difficulty removing the 
controls again vested interests have 
grown under their protection; the pos- 
sible retaliation other countries; the 
mestic repercussions which may run counter 
the object the measures are intended 
achieve, for instance when consumers who 
are prevented from buying certain import 
goods use the corresponding purchasing power 
buy goods that were previously exported; 
all these and other reasons make the choice 
this method extremely undesirable one. 


(3) Many those who advocate fixed 


exchange rates the ideal system, admitting 
that neither deflation nor import controls are 
their liking, are willing compromise 
favour sudden devaluations which substi- 
new fixed rate for the one that can 
longer maintained. This the method 
incorporated the statutes the 
tional Monetary Fund. Such devaluations 
were proceed and was here that 
the authors the Fund saw 
which was meant that they should agreed 
upon all members the Fund tha 
The objections this method will 
with balance payments difficulties 
several 
(a) least one the main advantages 
fixed exchange rates lost once 
engaged foreign exchange dealings att 
obliged allow for the possibility sudden 
devaluations. The advantage have mind 
the encouragement which fixed 
rates give international capital movements 


long term. When investors are 


able rely upon the monetary authorities’ 
following policy fixed rates through thick 
and thin, capital will not move between coun- 
tries with the same facility under the gold 
standard. 


(b) Whenever strain the foreign 
‘exchange rate develops, the possibility 
devaluation will induce speculators conduct 
operations against the currency concern- 
This type speculation practically 
the worst that can 
befall those who undertake the disap- 
pointment their expectations because the 
devaluation does not come off; even they 
make profits they still not make losses, 
unless count the costs operation, which 
are small. The important point here that 
counterspeculation will set in; the specu- 
lation exclusively the destabilising 
kind. Acting entirely one direction may 
easily force upon the authorities devaluation 


which might otherwise have been avoided. 
(c) minute’s reflection, well 
past experience, shows that orderly de- 
impossibility, the reason being, course, that 
discussion and the publicity which almost 
inevitably attends immediately calls forth 
can speculation have just mention- 
country which devalues necessarily has 
Proceed single-handed and great secrecy. 
But, since the correct exchange rate cannot 
that advance, the tendency for country 
cular proceeds unhindered the obligation 
agreement with others will usually 
devalue its currency beyond the desi- 
will rightly resented other countries and 


devaluation also. 


(d) The decision devalue the currency 
the effects speculation, be- 
great that the devaluation prac- 


means that the degree devaluation likely 
greater than would otherwise neces- 
ary, simply because the forces which are 
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tically forced upon the country. This 
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needed restore equilibrium are called into 
play too late. 


For all these reasons the policy sudden 
devaluations not one recommended. 
shall see that policy fluctuating rates 
all these counts superior the policy 
envisaged the statutes the Monetary 
Fund. 


behoves not follow what rather 
widespread habit among economists: the 
habit criticising the weak points given 
policy proposal and immediately dismissing 
without stopping consider whether better 
alternative can suggested. What have 
said far, does not yet justify inferring 
that either the policy maintaining fixed 
exchange rates, whether the cost deflat- 
ionary pressure import controls, the 
policy sudden devaluations rejected. 
have still show that policy fluc- 
tuating rates superior both these 
cies. Admittedly, policy flexible exchange 
rates also has its weak points; there 
perfect method getting out balance 
payments difficulties. And even the 
advantages and disadvantages each the 
various policies under discussion can clearly 
set forth and agreed upon, weighing them 
against each other before arriving final 
recommendation will invariably leave room 
for personal judgment, that shall al- 
ways have expect disagreement among 
economists and experts: some for instance 
ultimately preferring import controls and the 
others fluctuating exchange rates, their choice 
undoubtedly being influenced their preju- 
dices for against government interference 
the economic process. Let then try 
set out the strong and weak points the 
system flexible exchange rates and give 
personal view the question: favour 
which policy are the scales most heavily 
weighed 

The main advantage that can claimed 
for policy flexible exchange rates that 
allows country both avoid quantitative 
import controls and follow (at least within 
certain limits which shall refer below) 


S- 
ort 


policy that unaffected deficits sur- 
pluses its balance payments. Under flex- 
ible exchange rates deficit does not force 
country into contraction its money supply 
with unemployment result, nor does 
surplus force into expansion its money 
supply with rising prices the consequence. 
most the discussions only the first 
these two situations stressed, but the second 
also merits attention. Its importance evi- 
dent the present time when the monetary 
authorities some the countries with sur- 
plus positions the EPU are beginning 
show signs nervousness account the 
monetary expansion which the surpluses en- 
tail clear indication, incidentally, that 
they would not willing follow the rules 
the gold standard, which would require 
that, face balance payments surplus, 
they should increase the money supply. 

This argument for flexible exchange rates 
is, according the opponents such pol- 
icy, offset weakened number con- 
siderations 


(1) contended that the whole theory 
according which flexible rates will bring 


adjustment the balance pay- 


ments mistaken. This argument 
which, correct, would course apply 
equally well the method sudden devalua- 
tions. Those who take this position point 
out that decline country’s foreign 
exchange rate will have the desired effect 
its balance payments only certain 
elasticity conditions are fulfilled, and they 
claim that these conditions are not fact 
fulfilled. the purely theoretical 
complicated formula has been 
the basis four elasticities: the 
cities supply for exported and 
goods respectively, and the elasticities de- 
mand for these two categories goods. 
these four elasticities, the two elasticities 
demand are the more important. And 
that the two supply are infinite 
the formula reduces the simple 
according which, when country 
from position equilibrium its 
trade, fall its foreign exchange 


lead excess exports over imports 
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provided the sum the two elasticities 


greater than unity. Many 


tical investigations have been made deter- 
mine the actual values these two 
cities for various countries; and the results 
have induced what has been called elas- 
conviction that, under modern conditions, 
quantitative import restrictions are the only 
way dealing effectively with balance 


payments crisis. 


Under closer examination the methods and 
the results these investigations appear 
doubtful validity number grounds. 
suffices here call attention two 
these. First (as Orcutt (5) has shown) the 
statistical methods employed are such 
give bias the results the direction 
low elasticities. Secondly, almost 
rally agreed that not much reliance can 
placed the results investigations the 
elasticities global demand for imports 
exports concepts which, incidentally, have 
definable meaning only can assumed 
that the composition total exports total 
imports remains unchanged that all 
ports exports can treated they 
were single commodity. consequence 
the criticism levelled against the attempts 
establishing global elasticities, the statistical 
investigations have more and more been dir- 
ected towards the evaluation elasticities 
for individual commodities. This certainly 
more satisfactory procedure; but, view 
the amount work that involved, has 
far been necessary confine the 
tions the more important commodities 
among, for example, imports into the United 
States; and the inference from the elasticities 
for these individual commodities the 
sticity for the total imports open 
obvious criticism. 

these two grounds alone seems very 
doubtful whether the statistical results 
justify the conclusion that fall the 
exchange rate will fail have the desired 
effect the balance payments. 


(5) Guy Measurement Price Elasticines 
International Trade, Review Economics and 


1950, pp. 117-32. 


{ 


inclined agree with Professor Friedman’s 
statement that purely theoretical mat- 
ter, there will always some set sets 
rates that will clear the market, and, the 
neighbourhood least one these sets 
rates rise the rate will mean decline 
excess demand... and... fall, rise 
excess demand (6). seems most 
probable that those writers were right who, 
like Marshall, pointed out that the elasticity 
demand for the exports 
country likely high, since 
country usually competes with other countries 
supplying the same similar commodities. 
«To-day writes Professor Haberler one 
can say with confidence that the 
optimism the classical writers, based 
general theoretical and empirical considera- 
tions and long experience have stood 
the test much better than the 
mism seemingly supported the work 
econometricians (7). 


for flexible exchange rates would 


for this reason alone. But even if, 
believe, not justified, there still remain 
number objections against flexible ex- 
change rates. Reserving the two most serious 


objections the last, shall first dispose 
some minor ones. 


(2) Men responsible positions Cen- 
tral Banks sometimes make the point that 
the obligation maintain fixed exchange 
rates provides them with powerful defensive 
weapon against various kinds pressure 
expand the money supply which are con- 
being brought bear upon them, 
and which they would unable firmly 
resist without this weapon. There un- 
doubtedly something this argument. But 


(6) Op. cit., 160. 

(7) Die der 
Schweizerische Zeitschrift Volkswirtschaft 

thorough discussion this point would require sepa- 
article. not believe that the question can settled 
reference the four elasticities mentioned the text. The 
the method partial equilibrium analysis 
large sector the economy foreign trade not 
only general equilibrium analysis which takes account 
the repercussions change the exchange rate the 
level income, income distribution and relative prices 
would capable giving theoretically correct results. 
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its force strictly limited the case where 

the pressures are inflationary nature. 
crisis, when the maintenance fixed ex- 
change rates requires the opposite, de- 
flationary action, Central Bank will today 
enabled carry through policy 
actually contracting the money supply 
pleading the necessity maintaining the 
exchange rate. far the pressure towards 
inflation concerned, the argument loses its 
force the country experiencing eco- 
nomic contraction. such situation mo- 
expansion usually desirable, and 
precisely one the advantages flexible 
rates that they allow such expansion which 
regime fixed rates might, for balance 
payments reasons, render impossible. the 
case inflationary pressure full em- 
ployment economy, economy which 
suffering from type unemployment 
that cannot remedied expansion 
the money supply, may conceded that 
the argument has some validity. the 
whole, however, seems that should 
sacrificing too much were forgo the 
advantages flexible exchange rates merely 
order give the Central Bank firmer 
stand against pressures brought upon it, for 
mistaken reasons, follow inflationary 
policy. 

(3) said that fluctuating exchange 
rates hamper international trade adding 
the risks traders. This 
most its force when consider that well- 
functioning forward exchange market, which 
would course have created re- 
created case policy flexible rates were 
pursued, would allow traders hedge 
against this risk shifting the 
shoulders speculators deliberately specialis- 
ing this type Moreover, 
should remembered that this kind risk 
present any case, and that only the 
form which takes that varies under different 
balance payments policies. Thus, if, 
order remove disequilibrium the 
balance payments, policy deflation 
used, the trader’s risk lies the possible 
decline domestic demand and domestic 
prices; and import controls are applied 
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consists the possibility that such controls 
may cut off, partially wholly, their access 
the sources supply certain commo- 
dities. Those who stress the risk factor are 

often unconsciously comparing the policy 

fixed exchange rates under the assumption 
equilibrium the balance payments 
with the policy flexible rates under the 
opposite assumption disequilibrium the 
balance payments, comparison which 
irrelevant. 


(4) Fluctuating rates will, contend- 
led, reduce the volume international long- 
lending. This would valid criti- 
cism if, was the case the nineteenth 
century, investors could rely the countries 
which they lent their funds neither 
alter the exchange rate nor introduce 
foreign exchange control. questionable 
whether to-day, after twenty-five years ex- 
perimentation with monetary standards, inter- 
national investors can persuaded that the 
capital-importing countries will never resort 
such measures order protect the 
balance payments». seems extremely 
unlikely that, even with formal adherence 
the principle fixed exchange rates, pri- 
vate capital will, the foreseeable future, 
ever again flow with the same ease across 
the borders did the past century. 
come now the two most important 
arguments against flexible exchange rates: the 
first the danger the so-called wage-price- 
spiral, the second the danger what 
usually called destabilising speculation 
foreign exchange market. 


(5) fall the foreign exchange rate, 
making imported commodities more ex- 
pensive, raises the cost living and provokes 
demands from organised labour for higher 
wages. these demands are granted, the 
argument runs, the beneficial effects the 
depreciation the currency the balance 
payments will lost. 

This serious argument against flexible 
which applies equally well, course, 
sudden devaluations. the wage demands 

are met, the monetary authorities will 
called upon finance them expanding 
the money supply. they resisted, un- 
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employment would most likely result, and 
that case flexible exchange rate policy 
would turn out have much the same con- 
sequences policy maintaining fixed 
rates through deflationary pressure. true 
that the consequences would still not quite 
the same: for the unemployment created 
this way would less than that created 
deflationary policy, since under the latter 
the real wage rates the workers remaining 
employment would actually rise instead 
merely staying their old level. Nevertheless, 
one the main advantages usually claimed 
for flexible exchange rate policy would 
lost. If, the other hand, the monetary 
authorities provide the necessary addition 
the money supply, action which 
comes perilously near allowing the trade 
unions make the monetary policy the 
country. This one example the 
which arises whenever the 
Indeed wage demands which follow 
fall the foreign exchange rate are 
the same kind, inasmuch the deterioration 
the country’s terms trade entailed 
the fall its exchange rate means, effect, 
lower productivity labour which ought 
reflected lower real wages. The, 
attempt maintain real wages, successful, 
amounts shifting the decline real income 
the shoulders other groups the 
society including those who are pushed out 


employment. 
Even demands for increased money 
wages following fall the exchange 
rate cannot entirely resisted, should 
not exaggerate the extent which the 
ment that fall the exchange rate 
help adjust the balance payments 
qualified. In_no case will the rise 
the index fully reflect the 
the exchange rate: for large part 
that enter into the cost living index 
domestic commodities and services. 
nately the evidence concerning this 
which can gather from the effects the 
devaluations European currencies which 
took place September 1949 not 


t 


sive. First all, only the period from Sep- 
tember 1949 June significant, since 
after the latter date the effects the Korean 
crisis overshadow the effects the devalua- 
tion the cost living indices. Secondly, 
world prices had fallen during 1949; and 
although this price fall had almost come 
end September 1949, must, because the 
time-leg, have effected the cost living 
indices during the period under consideration. 
The fact, then, that the cost living indices 
that period actually fell Italy and Germany, 
remained almost stable Great Britain 
and Sweden, does not prove that the effect 
adjustment the exchange rate the 
living index unimportant. More- 
ich over, some countries the index did rise: 
the where inflation had not yet come 
took place the Netherlands, where 
the index had, June 1950, risen per 
above the September 1949 level rise 
which was, however, probably not entirely 
the devaluation the guilder. any 
case, even allow for the earlier decline 
world prices which, measured the 
index the United States, 
amounted per cent between August 1948 
the index had reached its peak) and 
The September 1949, none the countries does 
the cost living index come anywhere near 
the full depreciation the cur- 
the (which would have required, for 
per cent depreciation, rise the cost 
living index, relative the world price level, 
though will certainly always modified 
the working the wage-price-spiral, will 
wil never nullified it. Moreover, the double 
time-lag first between the depreciation and 
rise the cost living causes, 
fall and secondly between the rise the cost 
living and the rise the wage level 
always provide interval consider- 
exerts maximum effect the balance 
payments. 


should observed also that the alter- 
policy that flexible exchange rates, 
tamely the imposition import restrictions, 
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not entirely free from the same objections. 
These reduce the supplies foreign commo- 
dities coming the home market, and 
therefore lead rise the domestic price 
level just much does depreciation 
the currency. But and here meet 
the best argument that can made their 
favour possible for the authorities 
impose them wholly partly commodities 
which not enter into the cost living 
index. The exclusive selection such lux- 
ury presupposes course that they 
have previously bulked sufficiently large 
total imports for restrictions their impor- 
tation cut down the total the extent that 
required. Even then the primary effect 
such restrictions the balance payments 
may partly offset certain secondary 
effects. Those who are prevented from buy- 
ing the previously imported goods will pur- 
chase other goods which may either export 
commodities, import commodities which 
are still the free list, domestic commo- 
dities which enter into the cost living 
index; thus the import restrictions may im- 
prove the balance payments 
extent than appears likely first sight. When 
account taken the other disadvantages 
trade restrictions mentioned earlier seems 
that flexible exchange rates are still pre- 
ferable import controls. 


(6) final argument against flexible ex- 


rates arises out the fear that spe- 


culation the foreign exchange market may 


far speculators the foreign ex- 
change market anticipate future movements 
the rate and, operating accordingly, help 
smooth out those movements, 
form important task. the speculators, 
taken their entirety, guess the future course 
the rate approximately correctly, specu- 
lation undoubtedly beneficial, because 
brings ‘into action, early the game, the 
forces which lead the adjustment the 
balance payments. contrast what 
happens under the method sudden de- 
valuation, the incentive export more and 
import less here created soon 
balance payments difficulties begin ap- 
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pear the horizon. If, then, could rely 
the speculators gauge the future cor- 
rectly, flexible exchange rates would, just 
because the speculation, constitute 
cularly quick and smooth 
adjusting the balance payments. 

critics argue, however, that specula- 
tion will usually drive the exchange rate 
below the equilibrium level. Although ad- 
mittedly such danger exists, would not 
seem very serious one. First all, 
the over-buying foreign exchange would 
only temporary since would sooner 
later cause exports rise and imports fall 
foreign exchange which would bring about 
the recovery the rate. Secondly, the as- 
sumption overspeculation implies that 
the speculators taken whole must, 
the end, have made losses. Undoubtedly this 
possibility, but seems more reasonable 
assume that, general rule, the opinions 
the speculators the future the rate 
will, from certain point on, divided, 
that some begin undertake counter-spe- 
culation selling their foreign exchange 
order realise their profits (counter-specula- 
tion which, know, will not set when 
the speculators expect sudden devaluation). 
does not therefore seem very likely that 
speculation the foreign exchange market 
will greatly accentuate the fluctuations the 
rate. The experience the thirties, which 
the fear overspeculation largely based, 
means conclusive. that time the 
purchases foreign exchange 
from those who were engaging capital 
flight, and the fact that some cases the rates 
were pushed below the level that was war- 
ranted cannot, therefore, imputed solely 
the operations the professional specula- 
tors. the case France, the speculation 


against the franc was, long France clung 


fixed rate, undoubtedly the desta- 
bilising kind; but was just the type 
riskless speculation which have discussed 
connection with the policy sudden de- 
valuations, and cannot adduced ex- 
ample overspeculation relevant the case 
flexible exchange rates. 
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system flexible exchange rates. will 
positive function only the 


balance payments through fall 


is, however, far from self-evident that 


One more point remains discussed, 
Thus far have made mention 
lisation funds which perhaps most those 
who advocate flexible exchange rates consider 
integral part their policy proposal. 


stabilisation funds desirable adjunct 


agers the fund are abler, better 
formed than the private speculators, that 
they are position foresee the future 
course exchange rates more accurately. 
not easy see why this should the 
case. There is, the contrary, certain 
danger that the managers the fund may, 
pursuing their task smoothing out 
day-to-day fluctuations, attempt for some 
time hold the rate face situation 
which requires fundamental adjustment 


the rate. 
But this not the only aspect the 
problem. several countries follow flexible 


exchange rate policy and each them 
separate stabilisation fund whose 
are not coordinated with those the others, 
the various funds may, quite possibly, act 
cross purposes, fight each other. Wer 
better not set stabilisation funds 
all. And if, likely, the countries 
mount importance that their activities should 
somehow coordinated. This means com 
deliberations among the managers 
the different funds, and amounts some 
Stabilisation Fund which might take the 
the EPU. 

Whereas rather conclusive arguments 
brought against separate national 
sation funds, there something said 


ticular the body that runs given power 
press for coordination the monetary 
licies the member countries. 

not course, advocating fle 


ibility exchange rates, suggest that the 


United States should give the fixed price 
gold; and the countries following flex- 
ible exchange rate policy would thus have 
domestic gold prices which moved accord- 
ance with the dollar rate. The speculators 
and the European Fund could carry their 
operations equally well dollars gold. 
Gold would remain international means 
payment, though gold flows would not, 
course, exercise the equilibrating effects 


the balance payments which they sup- 
posedly had under the orthodox gold stan- 
dard. Purchases sales gold the Cen- 


tral Banks would equivalent attempt 


their part influence the exchange rate, 
would mean that they acted the 
same manner the stabilisation funds; and 
such transactions the Central Banks should, 
least when they are large, only carried 
consultation with the European 
und. 
The analysis the arguments for and 

the against policy flexible exchange rates, 
well for and against other methods 
dealing with balance payments difficulties, 
hers, ible rates the best method available 
am, course, far from predicting that 
Were this policy will actually pursued the 
future. spite the success the British 
spite the success the Canadian policy 
the last few years, most men responsible 
positions the Continent feel almost in- 
stinctive distrust such policy. For them 
which they have past experience 
guide them attitude which under- 
place standable and means surprising. None- 

theless, considering the alternatives that are 
cal available, this departure would, view, 


may well experiment first with system 
which allows exchange rates fluctuate only 
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between well-defined limits, limits which 
would, however, need considerably 
wider than the existing ones. Such system 
would work long the speculators were 
convinced that the limits could kept. 
Under this assumption speculation would 
work the right direction, tending drive 
the rate when has fallen the lower 
limit and drive down when has risen 
the upper limit. The danger this sys- 
tem course that, soon the specu- 
feel that the lower limit cannot 
have discussed connection with sudden 
devaluations will set in, and may force the 
authorities sacrifice the lower limit. The 
wider the limits are chosen the less likely 
that this situation will arise. If, therefore, 
such limits are required order ease the 
way towards policy flexible rates, they 
should not set too narrowly. Provided this 
type compromise between fixed and flex- 
ible rates helps overcome the resistance 
the latter, worth trying although 
unrestricted policy flexible rates, avoid- 
ing, does, the danger destabilising 
speculation, principle preferable. 

One final word may added. Flexible 
exchange rates not necessarily mean un- 
stable exchange rates. long the balance 
payments. was approximately 
brium, exchange rates would not fluctuate 
widely, and over long stretches time the 
difference between what are principle flex- 
ible rates and what are principle fixed rates 
would not greatly felt. The fear, therefore, 
that flexible rates would mean radical change 
from what have been used unwar- 
ranted, except course the case 
serious balance payments crisis. And 
such situation the policy flexible rates 
is, have tried show, that one amongst 
the possible policies which minimises the ad- 
verse effects the economy the country 
concerned. 
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general outline, the structure the 
commercial banking system France com- 
prises mixture large banks, whose inte- 
rests are nationwide their scope, and 
many medium-sized and small banks, whose 
either geographically within specific sectors 
the economy. addition, the French have 
established distinction between the deposit 
bank proper and the banques the 
latter being some degree specialist 
investment banking. matter defini- 
tion, this difference obtained from the first, 
though earlier years was much less clear- 
cut. the latter half the nineteenth cen- 
tury, when many these banks were esta- 
blished, was quite common for the institu- 
tions concerned, whatever their ostensible pur- 
pose, stray into the other camp. Deposit 
banks did much investment banking and the 
banques often based their operations, 
least part, the attraction demand 
deposits. The results doing mixed 
business were not always particularly happy 
and there was number failures and recon- 
structions. Gradually, consequence this 
experience, there was tendency specialise 
one activity the other, but formal 
classification was attempted until the introduc- 
tion the banking legislation December, 
1945- 
The changes then introduced were not 
unimportant, but some respects they con- 
situted little more than codification exist- 
ing practices and the reforms were there- 
fore rather less radical than may first 
appear. Certainly, the deposit banks were less 
free undertake investment banking and the 
banques were restricted the use 
they might make short-term deposits, but 
each group retained some degree interest 
the field the other. proposed 
this article discuss and compare both the 
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structures these two sectors the Franch 
banking system and the types business done, 


Apart from the foreign banks operating 


the country and certain miscellaneous 
tutions, there were 278 deposit banks 
tered France December 31, 1953. Six 
these were grands établissements, wer 
Parisian banks (including the small but 
tant group private bankers), were 
nal banks and 168 were local banks. 
The four largest deposit banks 
Crédit Lyonnais, the Société Générale, the 
dustrie, and the Comptoir National 
All them conduct their business through 
widespread network branches covering the 
whole the country. The other two 
établissements, because the rather 
regionalised character their businesses, 
not nationalised. The Crédit Industriel 
Commercial technically Parisian bank, 
own branches France being restricted 
Paris and its environs, but heads 
portant group regional banks, 
which holds capital interest and 
larger part the country. The offices 
the Crédit Commercial France 
less complete national coverage, though 
scale. 
the regional banks (including 
associated with the Crédit Industriel 
mercial), the Crédit Nord far 
largest and, indeed, ranks fifth size 
the country whole. The remainder thei 
very much smaller. 
addition these, there are three 


groups banks. First, there are the 


= 
ca 


bankers Paris, which the most important 
are Neuflize, Schlumberger Cie, Vernes 
Cie, Lehideux Cie, Mallet Fréres Cie, 
Veuve Demachy Cie, and Hottinguer Cie. 
These houses increasingly general busi- 
ness, but have branches. Their connections 
still tend depend long-established family 
contacts and new business usually accepted 
the basis introductions. Nevertheless, 
the exclusive character their operations 
now much less obvious than formerly. 
difficult generalise, because there quite 
lot variation the emphasis business 
done between these houses, but they share 
outlook and tradition and, being 
registered deposit banks, they are necessarily 
bound the same general requirements. 

Then there are the order Paris banks. 
These are often specialist institutions, dealing 
particular types transactions connected 
with certain trades and industries. Not infre- 
quently, too, they are subsidiaries which ope- 
rate within their chosen field primarily for 
group larger institutions. The latter pro- 
vide the necessary capital and least some 
the directors. 

Finally, there are. the local bankers, who 
are both numerous and very various size. 
rule, they have branches (there 
small number exceptions) and their 
operations are restricted small area. 
number them are primarily commercial 
banks, though many cases, the business 
continues based with the private 
ships. Others undertake transactions which 
are not strictly banking character and, 
some cases, their activities approximate more 
nearly the functions stockbroker. 

The foreign banks and, for the most part, 
those operating Algeria and the Saar are 
also deposit banks. From the point view 
French banking structure, however, none 
these really very important. Some them 
are very small respect their French busi- 
ness and all them are primarily concerned 
with the provision banking facilities for 
their own nationals and the finance trade 
between France and their own countries 
territories. 

Although much less marked than (say) 
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the United Kingdom, there has been some 
evidence France trend towards the con- 
centration banking business the hands 
small number large units. Thus, the four 
large nationalised deposit banks now account 
for about two-thirds the total volume 
business, addition which there are the 
two non-nationalised grands établissements and 
one large regional bank. the other regional 
banks, eleven are grouped with the Crédit 
Industriel Commercial their head, one 
associated with the Société Générale and 
another (less directly) with the Crédit Lyon- 
nais. true that there are still nine 
independent regional banks and 
banks province (the vast majority which 
unattached). But the last group slowly 
shrinking size there were 188 these 
banks listed 1949 and, over the years, 
there has been definite tendency for the 
smaller banks either die out 
absorbed by, associated with, larger banks. 
Recently, there seems have been some 
hastening this process. Nevertheless, the 
continuing coexistence large banks, in- 
dependent regional banks, and numerous 
local banks calls for some explanation. 

The leading example regional bank 
which has both retained its independence and 
expanded its business the Crédit Nord. 
This admittedly rather special case. Banks 
similar size and strength France have 
developed nationwide spread interests, 
whereas the Crédit Nord has grown sub- 
stantially within the confines its own region. 
has consciously preferred develop inten- 
sively rather than pursue national ambitions 
and the reason found the character 
the region that serves. Even the few 
outposts which exist south the Seine link 
quite directly with its regional business, 
either the North France (through 
filiale) across the border Belgium. Scarcely 
anywhere else France except Alsace- 
Lorraine (where strong regional banks also 
exist, though they have become affiliated with 
Paris) there such wealth resources 
and diversity economic activity. This has 
provided both the opportunity good business 
and wide spread risks. This would seem 
the basis explanation and, such 
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environment, the regional bank with its tradi- 
tion direct and close contacts with its clien- 
tele has held decided advantage over the 
banks controlled from Paris and has been able 
flourish. varying degree, the same has 
been true the other regional banks, though 
number (as have seen) have partially sur- 
rendered their independence and have sought 
greater strength wider grouping. Some- 
times, local particularisms (e.g. Alsace) have 
served reinforce this emphasis autonomy 
(complete partial, the case may be), but 
primarily has been the strength and balance 
the regional economy that has provided the 
basic support for the continued existence 
regional institutions. 

the survival the local banker which 
requires more detailed explanation. Most 
these banks are very small, though size not 
the only criterion. more important factor 
their definition the local character their 
business, which many cases confined 
one town and its environs. Branches some- 
times exist, but they are not the general rule, 
these institutions often operate primarily 
private bankers and provide highly spe- 
cialised personal service. The majority them 
are family businesses and their relationships 
with customers are usually long standing. 
Nevertheless, unlikely that any new pri- 
vate banks will founded, since the private 
person means who provided the main 
demand for their services himself disappear- 
ing under the combined and persistent attack 
recurrent inflation and heavy taxation. 

Apart from the generally small size the 
local banks (of 168 banks, 141 had balance 
sheet totals December 31, 1953 less 
than Frs. 500 million) there the question 
the centres which they serve. means all 
are country banks and several the larger 
provincial cities and towns possess small 
groups local banks (Marseilles has 12; Lyons 
Bordeaux, Lille and Strasbourg, each). 
For the rest, about the local banks are 
found the larger and medium-sized towns 
(populations 80,000 more), the remainder 
being the smaller centres. Again, 
attempt relate size bank size town 
very clear picture emerges. Many the 
small banks are found the larger centres, 
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where they depend for their survival 


somewhat specialised business, and quite 


number the relativaly large local banks 
are established small towns, but draw the 
greater part their business from the 
rouding contryside, from the tourist trade 
other local industry importance. 

What are the reasons for the continued 
existence the local banks (and, indeed, 
the smaller regional banks)? First, the French- 
man individualist. This something 
deeply rooted French character 
reflected the large number small 
nesses that exist over wide sectors the eco- 
Second, there has been ample evidence 
continuing demand for the smaller banking 
unit, both Paris and the provinces. There 
are certain classes French society, which 
over several generations have remained loyal 
established family concerns. These classes 
may now decline and the institutions 
which serve them may eventually suffer 
tion, but there yet overwhelming evi- 
dence that their end near. Apart from 
such special considerations, the French have 
liking for individual treatment and many 
them prefer institutions that 
it. Third, one must take into account the 
strength French particularism, which often 
manifests itself strong local patriotisms (e.g. 
Alsace and Brittany). Fourth, the local 
and smaller regional banks have been able 
survive because their special knowledge 
the locality and their willingness grant cre- 
dits local business interests which the 
large bank based Paris and without local 
roots may seem too risky. Fifth, there the 
legacy the larger institutions’ past preference 
for building branches new areas instead 
absorbing local and regional banks. This 
may have been recognition the strength 
local interests, but has retarded the pro 
cess integration and the attempt 
business establishing branches compett 
with local banks also proved rather 
expensive policy. Finally, the nationalisation 
1945 four the large Paris banks 
have done something lengthen the lives 
the smaller regional and local banks. 
are two possible effects. From the 
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view the institutions themselves, there are 
obvious dangers growing too big. The 
larger non-nationalised unit has little interest 
now swallowing smaller units and expand- 
ing territorially until reaching the scale 
national ripe for nationalisation. 
From the point view the bank customer 
also, the nationalisation the larger banks 
must have raised fears unjustified though 
these may that his affairs might become 
accessible the curious eyes other govern- 
mental Few Frenchmen 
would welcome that and, such circum- 
stances, the usefulness the local and private 
banker must have been highlighted. Never- 
theless, very great changes were introduced 
nationalising the Big Four They con- 
tinued managed much the same per- 
sonnel and competition between them and 
with other banks remained intense ever. 


Il. 


Under the banking legislation De- 
cember 1945, became necessary opt 
and confine bank’s activities to, 
cular class business. For the first time, 
formal distinction was drawn between deposit 
banking proper and the business the 
ques Previously, these two classes 
business were very much intertwined and 
almost all banks did measure both. Never- 
theless, the leading deposit banks today had 
come place the major emphasis their 
business lending short-term, thus ensur- 
ing the liquidity the bulk their assets, 
the holding which they financed mainly 
deposits repayable demand. The 1945 
legislation, which inter alia nationalised the 
four largest deposit banks, imposed certain 
restrictions the range business that de- 
posit banks might accept. Deposit banks were 
now defined those which received from the 
public way deposit moneys repayable 
years. They might not hold participations 
its capital any concern other than bank 
financial institution directly necessary 
their own operations. Except with 
mission the National Credit Council (which 
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was set under the same legislation succe- 
the Permanent Banking Committee 
1941), they were forbidden employ deposits 
from the public either taking par- 
ticipations for investment real estate, 
for these purposes they could only commit 
their own capital resources. This provision 
was made even more stringent amend- 
ing Law May 17, 1946, which restricted 
own funds (capital and reserves). 

was within the framework these re- 
quirements that the deposit banks were now 
conduct their business. common with 
deposit banks most other the 
bulk the resources employed derived from 
deposits. Capital and reserves play only very 
minor role and nowadays represent more 
than kind guarantee fund ensure 
degree protection for depositors. That 
this reasonable interpretation evidenced 
the relatively higher proportion total 
resources held capital and reserves the 
regional and local banks per cent and 4.3 
per cent respectively) compared with 0.4 per 
cent for the nationalised banks, the solvency 
which effect underwritten the State. 

Deposits provide something like 
cent the total resources the nationalised 
banks (for the other deposit banks, the ratio 
little higher). Much the larger part 
these funds repayable demand either 
comptes chéques (private accounts) 
comptes courants (business and commercial 
accounts). For the nationalised banks, comptes 
sources (slightly more for the regional and 
local banks). Private accounts comptes 
are normally credit, but the 
comptes courants, which are business accounts, 
often run into debit, when the relevant figures 
appear the opposite side the balance sheet 
overdraft. All credit balances attract 
interest, usually low rates, but (despite the 
attempt maintain effective control) com- 
petition has been keen recent years that 
number cases rates have been pushed 
quite sharply. The French banks also 
receive deposits term basis, but these are 
not any means important part their 
deposit structure. Thus, December, 1953, 
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bons comptes échéance fixe represented 
only 4.2 per cent the total liabilities the 
nationalised banks, 9.4 per cent for the re- 
gional banks and 6.1 per cent for the local 
banks. 

Another liability item that deserves com- 
system the French type, which still in- 


Major Commercial Banks 


Deposits 


Deposits 


Acceptances (as per contra). 2.5 
Other Accounts (g) 13.4 


Nationalisées. 

(b) Nat.=Banques non Nationalisées. 

(c) Reg. 

(d) Loc. 

(f) S.P.=Sociétés Personnes Affaires Personnelles. 


(g) Includes: Comptes exigibles aprés encaissement; Créditeurs divers; Dividendes restant payer; Obligations; 


d’ordre divers; Bénéfices Report nouveau. 


completely integrated, one would expect these 
balances sizeable, but, addition 
ordinary correspondent balances, this item in- 
cludes amounts borrowed from the central 
bank way avances jours and avances 
sur titres, which constitute accomodation 
supplementary character over and above 
ordinary rediscounts and open market pur- 
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STATEMENT CONDITION THE FRENCH BANKING SYSTEM: LIABILITIES 
(milliards francs; December 31, 1953) 


4-2 9.6 6.4 10.8 5-9 
2.6 1.7 0.8 1.5 
12.9 8.6 8.0 8.5 19.6 17.9 


100.0 


chases the Bank France). For the large 
institutions, banks and correspondents 
amount approximately per cent total 
resources, slightly higher for the regional 
banks and between and 4.5 per cent for the 
local banks which the whole would 
hold balances with other banks rather than 
for them. 


| 
Banques 
| 
| 


Regional and local Banks 


Absolute figures 


100.0 100.0 
| 


100.0 | 100.0 100.0 | 100.0 


Because the bulk bank liabilities repay- 

tain high level liquidity. the 
time, the banks are concerned earn 
rate profit they can with safety. 
most liquid asset cash and central bank 
Treasury) balances but this earns 
However, where liquidity can from 


= 


other ways (e.g. rediscount facilities 
the central bank), the cash ratio can safely 
maintained low levels. Prior World 
War the large deposit banks France 
held cash reserves about per cent 
total liabilities. Since the war the ratio has 
dropped nearly per cent Meanwhile, the 
smaller banks have raised theirs now 


Nat. Nat. 


(a) 


Cash Balances with Central Bank 
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STATEMENT CONDITION THE FRENCH BANKING SYSTEM: ASSETS 
(milliards francs; December 31, 1953) 


Major Commercial Banks Regional and local Banks Banques 


for the regional banks has been somewhat 
higher from per cent. both 
cases, there has been increase the 1938 
ratio most marked for the regional banks. 
The local banks’ ratio from per 
cent has also been very much higher than the 
1938 level about per cent, though latterly 
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Total 


Total Total 
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Absolute figures 


and Treasury 63.48, 17.88 22.68 1.37 8.68 
Discount Portfolio (including Trea- 
Percentages 
Other Accounts (h) 0.9 0.5 1.6 2.7 1.8 0.7 2.2 
0.0 
(a) Nationalisées. 
(b) Nat.=Banques non Nationalisées. 
(c) Reg. 
(d) Loc. 
S.P.=Sociétés Personnes Affaires Personnelles. 
(g) Includes: Comptes Courants, Avances garanties, Avances débiteurs divers. 
(h) Includes: Coupons, Acompte Actionnaires, Comptes d’ordre divers, Immeubles mobilier, Pertes 
Pertes des exercices antérieurs. 
stands nearly per cent which omnibus item and includes Treasury bills 
added their net holdings correspondent similar short-dated paper; medium-term 
balances with other banks. paper, which can mobilised various 
The most important single ingredient ways; and commercial paper most which 
the asset structure portefeuille-effets. For the for rediscount the Bank France. 
banks, has varied since 1945 the last sub-item represents the 
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England would provided way over- 
draft. Since France paper relating such 
loans may rediscounted with the central 
bank (within the prescribed 
significant proportion the earning assets 
the banks has been rendered much more liquid 
than would the case countries which 
follow the Anglo-Saxon tradition. 
Holdings government paper the 
French banks are lower than one might per- 
haps expect. The bulk the relevant item 
consists Treasury bills with maturities 
two years and bank holdings short-dated 
governments are now governed the plancher 
requirements introduced September, 1948. 
The floor was related the level hold- 
ings September 30, 1948, per cent 
which had held minimum and 
per cent any increase deposits also 
had placed Treasury paper. the 
event contraction bank liabilities, hold- 
ings might reduced the extent per 
cent the fall deposits. This was for- 
malisation earlier gentlemen’s agree- 
ment intended preclude the unloading 
government securities for the purpose ex- 
panding private credit. The requirements 
were further tightened October, 1951. 
Previously, had been sufficient achieve 
the required ratio once month. Now had 
maintained daily basis. The ratio 
short dated governments now held about 
per cent for the nationalised banks but 
rather higher for the regional and local banks. 
Bank accommodation made available bu- 
siness often tends longer-term France 
than countries with Anglo-Saxon tradi- 
tion, but when the French banks lend 
medium-term, liquidity assured making 
such paper eligible for ultimate rediscount 
the central bank. This effected arrange- 
ments whereby the commercial banks can 
mobilise medium-term paper (relating 
loans with maximum currency 
paper under agreement repurchase with- 
stipulated period) through the agency 
various semi-public institutions such the 
Crédit National and the Caisse des 
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Consignations (1). wide range economic 
activity accommodated this way 
the film industry and the provision indus- 
trial equipment hire purchase basis. 
The most important part the 
effets (from quantitative point view) con- 
sists autres effets (discountable paper other 
than Treasury bills and similar items). the 
United Kingdom, the bulk such short-term 
credit would granted way overdraft, 
but French practice lend primarily 
the basis discountable paper. 
tion which this item bears total assets 
rise progressively during the postwar 
years and, for the larger banks, has been much 
higher than 1938. Latterly, for the nation- 
alised and regional banks, the ratio seems 
have settled down something less than half 
total assets (for the local banks, rather 
lower about third) and the achievement 
relative stability this item 
due, least part, the firmer application 
credit ceilings the Bank France. 
Short-term lending the banks based 
two main types discountable 
First, there the commercial bill, which 
used finance the movement goods and, 
second, there are the and 
cross-endorsement which are more general 
means providing accommodation. The latter 
are finance bills the London sense and, 
England, this business would done 
way overdraft. But the French banks have 
long preferred the older method bill 
finance, because this paper can rediscounted 
and converted into cash required. Never- 
theless, not now means securing 
unlimited central bank credit, since com- 
mercial bank rediscounts with the Bank 
France must confined within the 
ceilings allocated them. During 
postwar inflation French prices, the overall 
ceilings were revised upwards several 
sions and individual adjustments were 
made between banks. Since October, 
however, the ceilings have the whole been 
held. Supplementary accommodation was 


(1) For more detailed discussion these 
see Medium-term Lending the 
Deposit Banks and Banques this Review, No. 
September, 


J 
} 0 


subject secondary ceilings and penalty rates 
were applied borrowings beyond the ceil- 
ings. There had always been number 
«safety that pressure against the 
ceilings would not become too great, but the 
strict application penalty rates from October, 
1951 onwards heralded much more stringent 
discipline. 

The cross-signature procedures are great 
convenience the banks, since loan can 
thereby divided between two more banks 
and transactions can effected which may 
have seemed too large too risky for any 
one bank carry alone. Under these arrange- 
ments, the customer draws bills two 
more banks, dividing the amount requires 
between them and the bills are then accepted 
the other bank (or banks) the deal. The 
same procedure may followed with credits 
granted against promissory notes 
ordre, which case the banks resort cross- 
endorsements. Generally speaking, the cross- 
acceptance used for the finance export- 
import business and the cross-endorsement 
transactions arising out in- 
ternal business. 

Despite the emphasis bill finance 
the French banks also make accommodation 
available way advances various kinds. 
These represent the second largest their 
asset items, but are considerably smaller than 
the total their portefeuille and, indeed, 
the sub-item autres effets. Advances may 
made comptes courants, avances garan- 
ties, under the heading avances débiteurs 
Comptes courants asset represent 
overdrafts granted business firms subject 
agreed limit. These moneys may only 
used for current requirements 
account therefore expected fluctuate. 
Avances garanties are somewhat similar, but 
the balance outstanding tends remain rela- 
tively stable. This not large item. Nor 
are the amounts made available avances 
débiteurs divers, which include the debit 
balances stockbrokers and other 
and items associated with subscriptions 
new issues. The divers also include 
certain accounts arising out collections 
behalf customers. For the nationalised 
banks, comptes courants and avances garan- 
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ties taken together have now been stabilised 
per cent total assets. The ratios 
the regional and local banks are rather 
lower. 

loans have long been esta- 
blished Continental practice and, addition 
financing stock exchange transactions, the 
French banks are also concerned with reports 
sur devises. the latter capacity, they are 
especially active when the foreign exchange 
customers are anxious make arrangements 
the basis which plan ahead. Forward 
contracts will then entered into between 
the banks behalf their customers. 
«report» loan finance the carrying 
securities margin from one stock exchange 
settlement another will secured col- 
lateral and made pension basis (the 
lender assumes the stock exchange obligations 
the borrower under agreement that the 
latter will resume his obligations future 
date). The large French banks not now 
finance this class business any extent, but 
done certain smaller institutions spe- 
cialising this type operation. Stockbrok- 
ers would normally provide these 
themselves, but their resources are 
cient for the purpose they borrow from outside 
parties. Banks which lend them may em- 
ploy their own funds lend out moneys 
lodged with them 
for placements reports. 

Acceptance credits, whereby bank lends 
its name transaction the acceptor 
bill thereby ensuring the ready discount 
paper which might otherwise difficult 
place, are granted almost all the French 
banks, particularly for the finance external 
trade. The larger banks the bulk this 
business and the regional banks also have 
sizeable interest. 

For many years, certain the deposit 
banks still possessed significant holdings 
titres long-dated investments, but came 
realised that this was not 
deposit banking function, these were liquid- 
ated allowed run off. 1938, only the 
local banks still retained substantial invest- 
ment portfolio. This has now virtually dis- 
appeared consequence existing legal res- 


ft, 
ich 
her 
ent 
bly 
per. 
and 
eral 
atter 
and, 
have 
bill 
fonds 
the 
verall 
been 
made 
ments. 
renth 


194 


trictions. far the larger banks are con- 
cerned, current participations consist mainly 
tutions. 

The scale rates charged loans all 
kinds was regulated over period years 
entente, but now settled through com- 
mittees the Association Professionnelle des 
Banques. The scale consists minimum rates 
for discounts and advances respectively, 
each case plus commission, and being more 
less directly related Bank rate, now 
much the same throughout France for similar 
types business. the whole, borrowing 
from the French banks has tended become 
progressively more expensive over the postwar 
years. Only more recently have these rates 
been lowered slightly. The rates charged 
discounts, being closer Bank rate, have been 
relatively more flexible and have reflected 
more directly any relaxations which have been 
accorded. But the regulation the condi- 
tions business not restricted interest 
and discount rates. also covers collection 
charges for cheques and bills, charges for 
opening documentary credits 
bank guarantees, and charges for keeping 
accounts. said that these conditions 
are not always adhered scrupulously 
they might be. 

frequently stated that the habit 
using cheques much less highly developed 
France than Britain and certainly the 
holding ordinary private banking accounts 
more common the United Kingdom. 
Nevertheless, the use made the French 
(and, indeed, other Continentals) the 
postaux must not overlooked. 
has been difficult persuade the Frenchman 
keep bank account merely for making 
personal payments, but the use made the 
chéques postaux system almost universal. 
convenient, relatively cheap and well under- 
stood. these circumstances, there has been 
little incentive use the ordinary cheque for 
private transactions. But has entailed very 
serious competition for deposits and the 
growth bank resources has thereby been 
considerably restricted. The total deposits 
the postaux represent the equivalent 
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large bank and the more active 


tion for deposits, involving the payment 
higher rates, has tended force the 
general level bank charges. This 
doubt one reason for the dearness credit 
France. 


very important postwar development has 
been the institution service des risques. 
The idea such service dates back the 
depression the 1930’s, when many banks 
incurred heavy losses, partly consequence 
the normal Continental practice customers’ 
borrowing from several banks. bank could 


know how much accommodation customer 
had been granted elsewhere and this greatly 
increased the risks lending. effort 
overcome this difficulty, organisation 
centralise information risks was suggested, 
but only few localised experiments were 
attempted. 
The matter was again taken for serious 
study 1943 and June 1944, the 
ciation Professionnelle des Banques had 
plan. was this basis that the recently 
constituted National Credit Council decided 
March, 1946 set Service Central 
des Risques under the management 
Bank France, the information being 
sembled both for Paris and the 
the latter through the Bank’s branches. The 
original purpose assisting the commercial 
banks evaluate the extent their lending 
risks still remained, but there can little 
doubt that equally important reason for 
the enthusiasm shown the authorities was 
the extent which such service would pro 
vide useful supplementary data upon which 
throughout the country. The system bar 
further extended decision the Council, 
whereby more complete coverage was 
and the banks were required make 
returns more frequently. About per cent day 
all credits granted are now reported 
Service des Risques. these returns, 
commerciaux (commercial bills proper), 
des marchés (loans finance public 
othe 


moyen terme (medium-term loans 
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years), autres crédits mobilisables (which in- 
clude the cross-credits), crédits non-mobilis- 
ables (overdrafts comptes courants 
way avances, well discounted paper 
which not possible rediscount) and, 
finally, contingent liabilities the form 
special guarantees (avals cautions), which 
are shown below the line. all cases, the 
amount credit taken must distin- 


ished from that authorised. Information 


derived from all banks then processed and 
communicated global basis for each cus- 
tomer the institutions concerned and, the 
event new application for credit from 
bank customer, interim advices might 
sought. information communicated 
this way passed third parties. 
difficult determine the extent which 
the banks employ this information evaluat- 
ing their lending risks. Some banks agree 
that useful, while others claim that they 
pay little attention it, mainly the gro- 
unds that the global information out 
date before they get it. Perhaps, too, they are 
alittle suspicious the use the authorities may 
make the information supplied. But there 
can little doubt that from the point view 
the banks themselves potentially most 
valuable service and most necessary adjunct 
system where normal practice for 
customers borrow from several bankers. 


IV. 


The French d’affaires, the first 
which were established the latter half the 
nineteenth century, represent the continuation 
earlier tradition France which placed 
more emphasis financial operations than 
banking such. The only difference was that 
the floating loan issues finance govern- 
ments soon came rivalled the develop- 
ing interest industrial finance. earlier 
days, all the French banks tended 
«mixed business. Part their energies they 
devoted deposit banking and part invest- 
ment finance and many their early difficul- 
ties were due the use demand deposits 
for the purpose lending 
other occasions, banks were tempted under- 
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take speculative transactions. Some these 
paid off very handsomely indeed, but others 
involved them heavy losses. Many banks, 
not forced into liquidation, were absorbed 
their stronger competitors. 

Stability was sought way increasing 
specialisation function. Just the deposit 
banks were forced the interests safety 
concentrate within their chosen field and, for 
the most part, avoid long-term commitments 
impossible combine investment banking 
with more than partial dependence de- 
mand deposits. The basis operation was 
necessarily restricted the risky character 
the business undertaken either their own 
resources capital and reserves 
deposits accepted for minimum term. Banks 
continued mix their business some ex- 
tent, but they were already working towards 
the position which was formally determined 
the 1945 legislation. Bangues 
were now defined institutions 
cipal activities were take and administer 
participations existing concerns, assist 
the formation new ventures, and open 
credits (subject specific limitation 
term) for public and private enterprises, which 
have benefited which stand benefit from 
such participations. For these purposes, they 
might employ, addition their own funds, 
only such deposits had been accepted for 
term least two years. Demand deposits 
might only accepted from their own staff; 
from concerns which the banque 
already held participation, which was 
participation; from mercantile houses for the 
purposes their business; for the account 
persons who were shareholders companies 
which the itself was in- 
terested and subject the bank managing 
the investment account (compte-titres) such 
persons. 

None the was nation- 
alised, but for purposes general supervision 
Government commissioner was attached 
each such bank operating corporate body, 
provided the total its balance sheet (includ- 
ing contingent liabilities) exceeded (initially) 
Frs. 500 million and after May, 1951, Frs. two 
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milliards. was the medium com- 
munication between the National Credit Coun- 
cil and the bank concerned, and was empow- 
ered take part all deliberations the 
bank with full access documents. might 
veto any decision which appeared him 
contrary the national interest, though 
the bank was accorded right appeal 
the National Credit Council. 

most other respects, the new legislative 
requirements did not introduce any very ma- 
terial changes the practice the 
and much the new Law amounted 
more than formal recognition 
arrangements already substantially existence. 
The was now frankly defin- 
which was provide long-term finance 
industry. The initial finance might well 
supplied means interim credit, which 
would converted appropriate stage 
into participation the company con- 
cerned. Subsequently, when the venture had 
been successfully launched and provided mark- 
conditions were favourable, this would 
quotation shares the stock exchange 
for issue shares bonds the public. 
most cases, only proportion the bank’s 
investment would floated off this way 
and ordinarily would re- 
tain interest the company sufficient 
ensure ultimate control its policy (fre- 
quently holding not more than per 
cent found enough). the other 
hand, public issue proved relatively unsuc- 
cessful, bank might obliged hold in- 
definitely more the issued capital than 
desired. Often bangue will provide 
investment finance conjunction with other 
banks and associates, and consortiums syn- 
dicates chef file are not 
uncommon. 

routine than deposit banking and 
proportion the staff will engaged 
investigations and research various kinds. 
one form another, all these banks have 
which attached small number engineers 
and other technical experts, who provide the 
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basic reports when new venture being 
considered. occasion, outside advice may 
also sought, usually with 
first-hand knowledge the industry in- 
dustrial process question. The larger 
ques also have sitting their boards 
directors number men wide indus- 
trial and commercial experience and there 
therefore ample opportunity weigh carefully 
the separate reports the specialist enquiries 
and vet thoroughly the 
come before them. Furthermore, once 
que commmitted the finance 
project the assistance its technical experts 
always available the firms concerned and 
such experts may sit their boards 
cialist advisers. 

addition investment banking the 
important deposit banking business. The 
ques may still accept variety 
demand deposits and even private deposits can 
drawn from wider range customers 
than might first sight seem possible. This 
was mainly due the concession granted 
under the law permitting the 
faires accept demand deposits 
persons for whom they managed investment 
accounts and who held least one share 
company which the bank itself had 
interest. the basis these deposits (and 
those drawn from mercantile houses), the 
ques grant wide range 
term credits, but for the most part this bus- 
ness linked more less directly with their 
primary function providing investment 
finance. This also true the export 
often these are directly connected with the 
finance development projects abroad. 


December 31, 1953, there were 
banques registered France. 
these, were incorporated public com 
panies and the remainder were private com 
panies and partnerships. The more 
the incorporated institutions include 
Banque Paris des Pays-Bas, the 
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sienne, the Union Européenne, and the Union 
des Mines. The largest private d’af- 
faires are Lazard Fréres Cie, Rothschild 
and Worms Cie (2). With the ex- 
rather special category and only regis- 
renounced some its privileges colonial 
bank issue), these institutions have few 
branches. For the most part, they concentrate 
their activities one main office and the 
branches that exist are either abroad asso- 
ciated with business outside France. For bank- 
ing services centres where these banks are 
not represented directly, they depend cor- 
respondents. Within France, too, close links 
this sort have been built over the years 
with banks operating the provinces, some 
cases with regional and local banks, since for- 
merly these banks were themselves interested 
the finance and development industry. 
Close relations this kind have been espe- 
cially typical the Bangue Pari- 
sienne, which some cases has acquired 
capital interest the banks concerned. More 
generally, quite common for the 
establish filiales (often overseas) 
and associated more less directly with 
other financial institutions. 

The balance sheets the 
are exactly the same form those the 
deposit banks, but the emphasis investment 
rather than deposit banking necessarily 
reflected variations the relative import- 
ance particular items. Thus, the capital and 
reserves the banques though there 
has been noticeable shrinkage ratios since 
1938, are relatively (and some cases, abso- 
lutely) much higher. far deposits are 
concerned, private accounts (comptes ché- 
ques) are very much lower than those the 
relatively and absolutely. 
This consistent with present legal restric- 
tions the holding such accounts the 
banques Nevertheless, very great 
change was introduced thereby and the 1938 
global ratio for the banques was not 


(2) Total figures for the private 
about those for banks incorporated 
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greatly different from that 
World War II. For the most part, therefore, 
the deposits the relate 
business concerns (comptes courants) and the 
proportion total liabilities held this form 
(slightly less than half) not greatly different 
from that the large deposit banks. This 
was also true 1938, when the relevant ratio 
approximated one-third. The term deposits 
the are relatively more im- 
portant than for the large deposit banks and 
the terms for which moneys are fixed also 
tend rather longer. The ratio accounts 
held for other banks correspondents 
slightly higher and this reflects the import- 
ance reciprocal correspondent relationships. 

the assets side, cash ratios tend 
lower than for the deposit banks, but since 
(with one major exception) the 
not possess extensive branch systems, 
they are obliged hold rather more their 
cash the form correspondent balances 
and these serve supplement the low cash 
ratio proper (after due allowance 
made for balances held account other 
banks) (3). The proportion total assets held 
(latterly, slightly more than half) tends 
lower than the ratio for the larger deposit 
banks. Further, the total the portefeuille 
found hold more their portfolio Tre- 
asury bills and similar paper and much less 
put into commercial paper (autres effets). 
The reasons are two-fold. the one hand, 
with their lower cash ratios, they must hold 
rather more the form liquid assets other 
than cash. This also convenient way 
investing reserves which must necessarily 
relatively higher than for deposit bank. 
the other, ordinary commercial loans are less 
the province banque Hence, 
the consistently lower ratio total assets held 
autres effets. Similarly, smaller proportion 
their funds absorbed overdrafts 
(comptes courants and avances garanties) and 


(3) For the Banque Paris des Pays-Bas, attracts 
lot correspondent business, the reverse position obtains and 
balances held for other banks are very much higher than the 
corresponding asset item. Much the same true the smaller 
Banque Parisienne. 
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rather more avances débiteurs divers, 
which include subscriptions shares, 
cats, and participations industrial con- 
cerns. relation their total figures, the 
banques slightly larger amount 
business way acceptance credits than 
the deposit banks and this consistent 
with the international connections which most 
them possess. 

The section the balance sheet which 
the investment character their operations 
emphasised most under the item titres 
(investment securities). ratio total 
assets, this item negligible importance 
for the deposit banks, whereas for the 
activities. Yet the proportion total assets 
employed only per cent (about half 
that 1938). Some these securities are 
negotiable, but much the investment port- 
folio consists long-term investments which 
take time mature and their market value 
may still open question. For this reason, 
the are extremely conser- 
vative their balance sheet valuations. 
respect holdings shares, they are obliged 
bear the risks ordinary shareholder 
and are longer the position secured 
creditor. Great care must therefore taken 
make adequate provision for any losses that 
might arise. Titres not quoted the stock 
exchange are heavily written down and quoted 
securities are valued either cost current 
market price, whichever the lower. But 
view this emphasis conservative valua- 
tion, neither the absolute figures which appear 
the balance sheets nor the relation between 
such items and the total the balance sheet 
should taken their face value attemp- 
ting estimate the extent this part 
banque business. For similar rea- 
sons, inter-bank comparisons are fraught with 
great difficulty. 

tinental institution. not the child 
specifically French tradition, since investment 
banking has been resorted one time 
another almost all the Continental Euro- 
pean countries. high degree risk 
inherent this form activity and over the 
years heavy losses have been incurred from 
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time time. Nevertheless, these banks also 
have many successes their credit and but 
for them industrial development Europe 
must inevitably have been slower. Latterly, 
has become increasingly difficult meet 
the demand for new investment finance, 
much more capital now required float 
new enterprise expand one already 
existence. Not only are the banks’ resources 
too small relation the demands being 
made upon them, but has become more 
difficult place» issues with the 
public. high rate saving must the 
basis active capital market and the Paris 
market, particular, was great weakened 
the general loss confidence the stability 
the franc. This was evidenced ten- 
dency move out stocks and shares into 
gold hoards, which had the effect 
ing considerable proportion new savings. 
the formation this unfavourable climate, 
political considerations have not been 
portant and return political and financial 
stability prerequisite sounder invest- 
ment conditions. Furthermore, because the 
paucity savings and the inability the 
banks meet the demand from their own 
resources, the economy has tended become 
increasingly dependent funds furnished 
State instrumentalities, much the finance 
being provided way medium-term credits, 
which can best only provisional 
tion. the extent that such credits are 
matched new savings accruing semi- 
public institutions, great harm will done 
the economy whole, but such 
direction savings has had the effect 
reducing the part played the 
faires the modernisation and development 
the French economy. 


VI. 


Formally, considerable changes were 
troduced the French banking legislation 
1945. practice, have seen, many 
the arrangements which were then codified 
had already become more less accepted 
cedure. Nor was the categoric distinction that 
was made between deposit bank and 


i 


que nearly hard and fast might 
first appear. Within limits, certain the 
deposit banks still participate other con- 
cerns usually banking and financial 
sidiaries and they also assist the plac- 
ing investment securities. Some more 
the latter than others. Furthermore, the 
defined investment banks, have continued 
provide deposit bank facilities, particular 
for concerns which they hold interests and 
these activities still constitute very important 
part their total operations. Again, the 
nationalisation the four largest deposit 
banks and the appointment Government 
commissioners sit the boards the more 
important have not resulted 
any major changes either the overall 
structure business arrangements. The 
several institutions still operate separate 
entities and are managed much the same 
personnel. Competition between them still 
keen ever whether nationalised 
not and from this point view the changes 
1945 have made very little difference. The 
really effective controls have been implemented 
the central bank and have related credit 
policy. Conformity with Government wishes 
has therefore been primarily assured impos- 
ing system plafonds (or ceilings and 
only permitting the commercial banks bor- 
row excess these limits penalty rates 
interest. This has been further reinforced 
active Bank rate policy. Although not 
strictly credit control, the regulation pri- 
vate lending has been materially strengthened 
prescribing minimum bank holdings Trea- 
sury paper. That not say that the various 
requirements the Banking Control Com- 
mission, whose function police the 
banking system and ensure minimum stand- 
ards sound behaviour, have not greatly 
strengthened the overall structure. merely 
suggest that the control over bank lending 
has been the most potent single factor 


The French Deposit Banks and the Banques Affaires 


199 


which without doubt was the prime purpose 
the minds those who framed the 1945 
arrangements. 

One final point. Too much importance 
must not attached the contrast which 
supposed obtain between Anglo-Saxon forms 
bank organisation and those which have 
been favoured France and the Continent 
Europe generally. Not only may the differ- 
ences between the French deposit banks and 
the extent that the latter are specialist institu- 
tions the French solution not really very 
different from that offered countries with 
Anglo-Saxon traditions. most cases, the 
past difficulties both the French deposit 
banks and the could 
associated with the mixing two essentially 
different types business. Attempts reform 
have consequence been the direction 
specialisation one type activity the 
other. Either these institutions have become 
more less specialised investment banks, 
the investment side their business has been 
hived off restricted and they have 
into deposit banks proper. Indeed, coun- 
tries such Britain, where the emphasis was 
from the beginning deposit banking, 
reverse development has been witnessed. Mac- 
millan gaps» began appear and was 
found that sections industry were being 
starved certain types finance. The lend- 
ing policies the banks were often more 
elastic than commonly supposed, but far 
was not regarded the function deposit 
banks meet the longer-term needs in- 
dustry, specialist institutions such indus- 
trial finance corporations either grew 
were specifically established (often with the 
support the deposit banks) provide the 
required type interim accommodation un- 
hampered the inhibitions associated with 
advance repayable demand. the final 
analysis, therefore the Anglo-Saxon solution 
did not differ very materially from that evolv- 
France. 
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Introduction. 


review article recently published 
this journal (1) made reference the special 
monetary problems likely confront depen- 
dent economies because the dominating 
influence exerted upon them the behaviour 
their balances payments. aim, 
that occasion, was suggest that both cen- 
tral banking theories and techniques have been 
unduly coloured British and United States 
experience. For most countries, seems clear, 
Britain and America are poor models. The 
latter because its balance payments re- 
latively unimportant determinant 
domestic economic conditions (2). The former 
because its central banking theory was devel- 
oped over period which Britain was not 
only the dominant country world trade 
and the major industrial power, but London 
was also international money and capital 
market pervasive influence. 
quence these special circumstances was that 
the British balance payments between 1870 
and 1914 did not experience major disequili- 
bria despite considerable cyclical fluctuations 
British foreign investment (3). 

recent years the studies Plumptre, 
Triffin, Wallich and Simkin (4), have done 
great deal focus attention the monetary 
problems dependent economies. The pur- 
pose this paper supplement the im- 


(1) Rowan, Central Banking the British Common- 
wealth, this Review, No. 25, April-June, 
Sections and 

(2) Cf. Capital Imports and the Amer- 
ican Balance Payments, 1934-1939. (Chicago, 1950) and the 
essay the same writer The New Economies (Edited 
Seymour Harris, London, 1948), Chapter XXII. 

(3) Cf. Epwarps British Gold 
Movements and Banking Policy 1881-1913, (Harvard, 1935) 
and The Export Capital (London, 1914). 

(4) For full references consult earlier article. 
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portant work these writers study 
Australian experience from 1948-52. 

Australia offers particularly 
ample economy which both econo- 
mically dependent and highly developed finan- 
cially. Moreover, within the short space 
the four years 1948-1952, its balance pay- 
ments underwent changes considerable 
magnitude which inevitably 
cussions the monetary field. thus 
admirably adapted our purposes. Finally, 
Australia offers additional advantage 
that the nature its monetary and banking 
system well its central banking techni- 
ques are well known, circumstance which 
enables avoid great deal descrip 
tion. 

case study this paper necessarily 
over compressed. This the consequence 
limitations space which are unavoidably 
imposed upon journal articles. The reader 
therefore warned that there are several omis 
sions from our discussion and that, 
ticular, the parts played fiscal policy and 
debt operations have been largely neglected. 


The Problem Stabilization. 


Australian experience from 1948 1952 
throws into clear relief the problems which 
face dependent economies consequence 
fluctuations their balances payments. 
is, course, possible that recent events 
Australia rather exaggerate the 
since one may reasonably hope that future 
fluctuations exports proceeds will not dis 
play quite the severity 1950-52. 
theless, some fluctuations export proceeds 
are probably inevitable and these may 
accompanied, put matters conservatively, 


q 
Ca 
ar 
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dis 


parallel fluctuations private capital in- 
flows induced partly the attractions 
exchange speculation. The problems other 
dependent economies may well qualita- 
tively similar. 

The main purpose this paper assess 
the extent which the Commonwealth Bank 
was successful promoting stabilization po- 
licies. What are the criteria such policies? 
shall fall into serious error attach 
too much inportance movements do- 
mestic prices for, given stable rate ex- 
change and assuming the absence market- 
ing schemes which divorce the domestic from 
the external price exports (5), fully em- 
ployed dependent economy experiencing 
export boom must accept some degree 
inflation. Indeed its own in- 
terests for, attempt were made com- 
incomes forcing reductions either con- 
sumption investment, the result might 
purchase price stability the cost 
serious dislocation development program- 
mes and wasteful redeployment produc- 
tive resources meet transitory demands. 
Moreover, export boom does not lead only 
demand inflation. Wage earners are cer- 
tain react adversely the increased share 
the national product going exporters and 
attempt, wage demands, maintain 
the preboom share labour. Hence, policies 
directed stabilizing aggregate demand com- 
pletely would, successful, probably involve 
unemployment. 

The plain fact the matter that 
fully employed dependent 
tion the process through which the gain 
real incomes resulting from improve- 
ment the terms trade spread throu- 
ghout the economy. Any attempt prevent 
this process completely likely 
labour unrest. seems therefore that offi- 
cial policy (including central banking policy) 
should not exclusively concerned with 
the prevention domestic price increases but 
should aim primarily maintaining the con- 


(5) present such schemes, least for wool, 
cally unacceptable Australia. Equally proposals for exchange 
export booms (but not depreciation recessions) 
are likely meet with very strong opposition. 
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tinuity essential development projects and 
the full employment resources while avoid- 
ing the disturbance labour relations and 
interruption the progress domestic in- 
dustries. Domestic price increases should 
tolerated long they not conflict with 
these objectives, opposed and prevented far 
possible when they are themselves the 
causes distortions. 

The abandonment policy objectives de- 
fined simply terms price stability makes 
the evaluation official policies matter 
considerable difficulty since longer 
possible refer the behaviour particular 
price indices indicators official success 
failure. Evaluation becomes complex and 
since certain objectives policy, for example, 
the avoidance interruption the progress 
domestic industry, are not readily assessed 
statistically, involves individual judgments. 

The capacity any central bank pro- 
mote stabilization (in the sense sketched 
above) limited three groups factors. 
These may call the economic, institutional, 
and technical factors. 

have seen, stabilization the face 
export booms when properly conceived 
does not involve the complete stabilization 
aggregate demand. The concern official 
policy (including central bank policy) will 
therefore be: (a) prevent increases other 
components aggregate demand for domestic 
output (in real terms); and, perhaps, more 
ambitiously; (b) bring about some reduction 
these other components partial offset 
the export boom. 

seems probable that the components 
simplest influence are public 
investment, and the central banking 
point view more particularly the lat- 
ter (6). Accordingly, the scope for central 
banking action will depend upon the relative 
importance private investment. Where pri- 
vate investment small the scope for central 
banking control correspondingly reduced. 
Essentially the aim central banking 


(6) This does not mean that the central bank cannot in- 
fluence public investment but that its methods doing 
involve its advisory and persuasive functions rather 
management monetary conditions. 
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operate upon private investment mani- 
pulating the availability and cost finance. 
This presupposes the dependence private 
investment institutional channels finance 
including this term both the banking 
system and the capital market. Where in- 
stitutional finance highly developed, central 
banking clearly important. Its efficacy 
however will depend upon the adequacy 
the technical weapons the central bank’s 
command and the quality its direction. 

the special case Australia private 
investment important component 
demand while institutional finance 
significant influence determining it. 
Indeed the potential elasticity the Austra- 
lian money and capital markets consider- 
The economic and institutional factors 
thus allow wide scope for central banking. 
Our task now assess the quality 
the leadership offered the Commonwealth 
Bank and the adequacy the technical wea- 
pons its command. this must 
first survey the facts. 


1948-1950: The Problem Capital In- 
flows. 


For most this period, apart from con- 
trol over capital issues which was retained 
until January 1950, the principal control over 
the economy was exercised the Common- 
wealth Bank. Price controls Com- 
monwealth basis were discontinued 1948 
favour State administration. Control 
general became less rigorous. heavy res- 
ponsibility for restraining inflation therefore 
rested upon the monetary authority. 

both 1948-49 and 1949-50, Australia’s 
balance payments was favourable. Her 
international reserves rose millions 
These two favourable balances 
due improvement the terms trade 
which was accompanied rising export in- 
comes. Farm incomes, for example, rose from 
millions 1948-49 £A548 millions 
1949-50. seems, however, that the main 
influence reserves was exerted private 
capital inflows which were millions 
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the former year and £A266 millions 1949- 
(7). 

The significance private capital inflows 
for dependent economy depends upon the 
nature the inflow. purely speculative 
short term movement exerts its influence pri- 
marily through its impact upon bank liqui- 
dity. inflow due portfolio investment 
will have similar monetary consequences but 
may promote buoyant conditions the capital 
market. Finally, inflow arising out 
direct investment will add its monetary 
influence direct effect upon incomes. This, 
course, assumes that the investment which 
this inflow finances could not, would not, 
have been financed through the local capital 
market had external finance not been 
able. 

impossible allocate the private capi- 
tal inflow accurately between these three main 
categories. There seems, however, little 
doubt that much the inflow both years 
was due speculation appreciation 
the Australian pound relation 
This suggests that the main problem facing 
the authorities result the capital 
inflow arose out its possible monetary 
effects (8). 

Faced with inflow short term capital 
this kind the monetary authority may carry 
out either two restrictive policies regard 
the money supply. These are: 


(a) prevent any secondary 
sion the money supply based upon the 
external reserves; 

(b) prevent both and 
secondary expansion the money supply 
reducing the domestic assets the central 
bank amount equal the increase 
its foreign assets. 


The second policy plainly more ambi- 
tious than the first and could involve 
amination seems that the Commonwealth 


(7) Brown, The Basic Wage Case 1952-53 
ment made the Commonwealth Court Conciliation and 
Arbitration). Table XXIII. 

(8) is, course, possible that capital inflows, raising 
reserves, will encourage the relaxation import controls. 
they might exert, via increases imports, deflationary 
upon income. 


tat 
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mas.) obtained from the balance sheet the cen- 
tral banking division the Commonwealth 
June June Bank. This set out Table 
This table suggests that 1948-49 the cen- 
bank employed the Special 
Notes 231.3 tral ban emp oye opecia ccount pro- 
cedure sterilise some £A73 millions the 
factors, together with the increase 
notes the hands the public, must have 
in, 0) or contingencies. . 
offset the great part the increase over- 
Source: Annual Report, Commonwealth Bank. seas reserves. against this, however, cen- 
tral bank loans the commercial banks rose 
millions. 
advances means restraining bank trivial while central bank loans 
ing the private sector the economy, and millions. Clearly monetary 
maintain untouched the pattern interest policy was less restrictive this year. 
rates which had emerged 1946-47. Table sets out the principal liabilities 
theory, should fairly simple mat- and assets the main Australian trading 
ter assess statistically the steps taken 
PRIVATE TRADING BANKS: MAIN ASSETS AND LIABILITIES 
mns.) 
Advances 
Demand Time Total other Other Go- Accounts 
tr: | | 
June 1950 770.0 1,007.7 47-3 24-4 95-9 418.4 
con- Sept. 249.6 1,190.7 61.8 31.6 82.7 545-6 526.3 


(1) Including loans from the Central Bank. 
Source: Quarterly Summary Australian Statistics. 


the Commonwealth Bank exercise quanti- 
tative control. practice, the obscurities 


both years there was considerable trad- 
ing bank expansion. 1948-49, for example, 


Thus 
| 
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the growth demand deposits added 
million the money supply. Most this 
expansion, however, was due the growth 
Special Accounts. Net credit creation for 
the private sector amounted only £A16 mil- 
lions. was financed partly central bank 
loans. Lending the government was reduc- 


Time Deposits 


INTEREST RATES (1) AND SECURITY PRICES: JUNE 1948 JUNE 1952 


1.50 
1.50 


1.50 


June 
September 
December 


September 0.75 1.00 1.50 


March 075 1.00 1.50 


March 0.5 0.75 1.00 1.50 
December 0.5 0.75 1.00 


vember 1945. 
Sources: Finance Bulletins, 1947-48 1949-50. 


1949-50, the contribution the Special 
Account device was far more modest ac- 
counting for less than half the expansion 
demand deposits. Net credit creation for the 
benefit the private sector was, however, 
still relatively small £A21 millions. Indeed, 
the main expansionary factor was increased 
lending government which accounted for 


(9) Treasury Bills were repaid from each surplus the 
Commonwealth follows: 1948-49 millions, 1949-50 
millions. 


wealth Treasury securities Indices 

quities 


(1) Maximum interest rates time deposits and savings bank deposits were fixed the Commonwealth Bank under the 
National Security (Economic Organisation) Regulations until 1952. 


Statistical Bulletins, Commonwealth Bank. 
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£A43 millions. Thus the outcome the 
Commonwealth Bank’s monetary policy was 
add some millions the money 
supply 1948-49 and millions 
1949-50. From rather formal point view 
therefore offset some part the primary 
change the earlier year while the second 
was content prevent secondary expan- 


Taste 


= 


148 
146 
148 


117 
118 


2.00 
2.00 


2.00 


2.00 116 


2.00 0.75 1.99 


114 139 
2.00 1.97 3-13 112 150 


2.00 0.75 1.95 3-13 
2.00 0.75 1.95 
2.00 0.75 1.97 169 
2.00 0.75 2.00 3-17 185 
2.00 0.75 2.02 3-27 193 
2.00 0.75 2.05 110 202 
2.00 2.04 3-83 106 184 
2.00 0.75 1.99 166 
2.00 0.75 2.00 150 
2.00 0.75 2.21 4.62 142 


The maximum rates these were unchanged after 


sion. perhaps worth noting that the 
the money supply gross national 
constant. 

can supplement this crude index 
liquidity examining the behaviour 
principal interest rates since these can 
regarded rough indices the availability 
funds through the capital market. 
amination Table III shows that there 
only two developments any importance. 


1949 
1950 
1951 
tin 
the 
the 
har 
stin 
tal 
pers 


First, there was recovery the prices 
short-term government securities from the 
rather low levels produced the banking 
sales 1947-48. Second, after September, 
1949, boom equities developed. 

studying this table may regard the 
steadiness the administered rates re- 
flecting the official desire maintain cheap 
money. What the explanation the boom 
equities? Two general influences were pro- 
bably work. First, Australia’s continuing 
inflation may have increased the public’s pre- 
ference for equity holdings. Second, the per- 
sistently favourable balance payments to- 
gether with the rise export prices may well 
have generated feeling confidence. is, 
course, also possible that some the inflow 
capital passed into the stock market. 

There direct evidence suggest that 
switching either financial institutions 
individuals, was much importance 
1949-50. Life Assurance offices were net sel- 
lers government securities the year but 
sales were small while their purchases equi- 
ties were negligible. possible that indi- 
viduals, like life offices, devoted the greater 
part their savings increasing their hold- 
ings assets other than government securities 
but attempts trace the flow savings have 
produced worthwhile statistical results. 
New issues the equity market were only 
slightly higher 1949-50 than 1948-49 
millions against £A38.6 millions. 

estimate, necessarily tentative, would 
suggest that the main reason for the equity 
boom found the optimism engend- 
ered the rise export prices and the con- 
tinuing strength the balance payments. 
The equity boom was, indeed, one aspect 
the inflationary danger arising out the 
favourable balance. For its continuance, after 
the removal capital issues control, could 
hardly fail encourage new issues and hence 
domestic investment, while the capi- 
tal gains being made equity holders may 
have encouraged consumption. Moreover, 
switching were develop any scale, 
might well the stock market boom 
persisted, the central bank could faced with 
market for new issues coupled with 
falling bond prices. Thus, despite the measure 
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success enjoyed the central bank its 
manipulation the money supply, the eco- 
nomy the end 1950 was exposed the 
potential dangers inappropriately easy fin- 
ance through the new issue market with 
its necessarily inflationary consequences and 
threat the maintenance cheap money 
for the Commonwealth. 


1950-1951: The Wool Boom. 


1950-51 the balance payments was 
again heavily surplus and Australia’s exter- 
nal resources rose millions. The 
impact the balance payments the 
economy was, however, very different from 
that 1948-1950. 

The surplus 1950-51 did not originate, 
the two earlier surpluses had largely done, 
private capital inflows. fact the capital 
inflow private account declined from 
£A266 millions. This decline, 
however, was more than offset the sharp 
rise wool prices which raised the value 
wool exports from millions £A633 
millions and accounted for the major part 
the rise export proceeds from 
millions. This important change, 
though partly offset rise imports, had 
direct impact upon Farm incomes 
fact rose from millions £A888 
millions. Once again, far aimed 
domestic stabilization, the Commonwealth 
Bank could follow either two policies. The 
first these was pursue the limited 
tive preventing financial factors from ag- 
gravating the inflationary pressure originating 
the balance payments. The second pos- 
sibility was use monetary policy 
positive way and attempt exert defla- 
tionary influence through the curtailment 
domestic consumption and investment. Since 
the main anti-inflationary device available, 
fiscal policy, could not, apart from its auto- 
matic aspects, exert any immediate pressure, 
could argued that there was real need 
for monetary control the more ambitious 
kind. shall now examine 
actually followed the Commonwealth 
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Bank. Table gives the position the 
central banking division the beginning and 
end the financial year. 


COMMONWEALTH BANK: 
CENTRAL BANKING DIVISION 


millions) 


June June June 


| 


Deposits 
Other Trading Bank 30.8 
Gold and Foreign Exchange 533-3 296.7, 
Securities 
Other Assets 80.5 90.6) 
Total Assets 939-5 892.4 


(1) Includes contingencies. 
Sources: Annual Report, Commonwealth 


This table shows that, the mil- 
lions increase external assets shown 
the balance sheet, the Commonwealth Bank 
made use the Special Account device 
sterilise some millions. Since the pu- 
blic’s holdings notes increased £A37 
millions, rougly millions the rise 
external assets accounted for these 
two items while further millions may 
regarded absorbed the net increases 
the commercial banks’ holdings notes 
and deposits. Looked this way seems 
that central banking policy was strongly res- 
trictive. 

the other hand clear that the 
Bank’s domestic assets increased mil- 
lions. This sum, however, was less than the 
increase «other deposits» item 
which decreases commercial banking resour- 
ces (10). This suggests that mere evaluation 
the Special Account call relation the 
expansion central bank 
understates the degree restraint imposed 


The rise other deposits involves change 
the composition central bank liabilities such way 
reduce trading bank deposits. 
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upon the commercial banking system. More- 
over, the Commonwealth Bank intensified its 
qualitative controls November 1950 and 
thus imposed further restraining influence. 
seems clear, however, that the Bank was 
pursuing the less ambitious the two possible 
policies have enumerated. 

Despite the small increase their cash 
resources permitted the central bank, the 
trading banks engaged major expansion. 

Trading bank demand deposits rose 
£A257 millions. This, together with the in- 
crease the demand deposits other cheque 
paying banks and the £A37 million expansion 
the public’s note holdings, 
money supply £A340 millions. 

This expansion demand deposits result- 
from increase Special Accounts and 
cash amounting millions. 
advances from the central bank roughly fin- 
anced the rise cash, the secondary expan- 
sion trading banks was approximately 
millions. this £A72 millions was 
account net credit creation favour 


the private sector and millions 
account additional lending the govern- 
ment Treasury Bills. The total expansion 
the money supply was millions. 
Despite this growth the ratio money supply 
gross national expenditure declined slightly. 
dary expansion the commercial banks 
actively inflationary factor. Much the 
increase must, fact, have been made neces- 
sary the rising prices exports and 
certainly the intention the Commonwealth 
Bank confine the growth advances 
such legitimate short-term working 
There were, however, other inflationary 
ancial factors work and their importance 
must not obscured excessive concentra- tie 
tion the performance the banking 
system. 
Once again show tabular form the 
behaviour the main interest rates 
security prices (Table 
The administered group rates which 
reflect the authorities’ intention remained 
changed. After January 1951, however, Th, 


increasing weakness developed the market 
for long-term securities. The first hint 


bet 


trouble came December 1950 when 
conversion offer holders millions 
stock was accepted only the extent 
millions. April 1951 the 
millions Twelfth Security Loan was issued 
effective yield the authorities 
thus acquiescing the rise rates. This loan 
was successful, but security prices continued 
fall and the end June yields were 
fractionally above Cheap money was 
plainly crumbling under pressure. 
same time, however, government was find- 
ing money dearer and less readily available 
the private sector was finding the reverse, for 
bond prices fell, share prices rose and the 
new issue market enjoyed major boom. 
New money raised the capital market 
private enterprises amounted 
millions over twice the figure for 
the two earlier years. This contrast highly 
suggestive. Nevertheless, shall see, 
understates the change the availability 
finance the private sector. 

Part the explanation the weakness 
security prices found the behaviour 
the main institutional investors. Saving 
bank deposits rose 1950-51 mil- 
lions. this sum millions went into 
government securities, millions 
from the Commonwealth Savings Bank. The 
State Savings Banks placed their funds semi- 
government securities millions) and 
loans mortgage millions). Savings 
Banks, however, have rather rigid portfolio 
policies. more spectacular redistribution 
was undertaken life assurance 
offices. 

The increase life assurance assets 
Australia 1950-51 was millions. None 
this sum went into Commonwealth securi- 
ties. Indeed the life offices ran down their 
holdings Commonwealth securities 
millions either refusing conversion 
sales upon the market (11). the 
millions thus made available, £A37 millions 
was lent directly the private sector while 
increased holdings debentures, preference 
and equities absorbed {Ag millions. 
The remaining millions was used 


not possible estimate these items separately. 
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purchase semi-governments. Thus the security 
market was not only denied its customary 
support from the life offices’ new investment 
but was also exposed the unpleasant con- 
sequences their energetic switching 

may now summarise the principal in- 
stitutional sources additional finance the 
private sector follows: 


1949-50 


Lent Directly: 


via the Capital Market: 
new issues of: 


This summary suggests that the problem 
limiting the role the financial system 
encouraging inflation through greater avail- 
ability finance the private sector cannot 
regarded merely matter restraining 
the banking system. Banking behaviour is, 
undoubtedly, major determinant the ease 
with which the private sector may obtain 
finance but clear that monetary policy, 
effective, must also aim influencing 
conditions the new issue market and the 
decisions financial institutions other than 


banks. 


1951-1952: The Liquidity Crisis. 


The magnitude the monetary problems 
involved economic dependence was under- 
lined for Australia 1951-52. this year 
the balance payments, which each 
the three previous years had made possible 
increase external assets between 
£A200 millions, became heavily adverse. The 
fall reserves was, fact, some mil- 
lions (12). 


(12) There are various figures given for the change 
external reserves. That quoted the figure given the 
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The reasons for the dramatic change are 
not hard seek. The main cause was the fall 
export earnings due, well known, 
the collapse wool prices. The value wool 
exports fell from millions £A324 
millions. Import prices rose somewhat and 
the terms trade index fell from 184 
Moreover, the position was complicated 
the lagged response imports the boom 
income levels 1950-51 and the existence 
stock cycle imported commodities (13). 
The balance trade moved from surplus 
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MAIN ECONOMIC INDICATORS JUNE 1951 AND 1952 


Unemployment 


the International Bank amounting 
millions. Nevertheless, despite 
capital account, the crisis was plainly the 
utmost severity requiring rapid and 
timed reversal policy the part the 
central bank. central banking action 
which now turn. since our 
discussion the general 
ground necessity brief, include, 
Table summary the movements 
the more revealing economic indices and 


egates. 


Supply 
Members Benefit (a) Earnings National Money Supply 
week £Am £Am £Am 
1951 
June 0.8 733 1.833 12.34 3,633 780 1,247 0.34 
1952 
June 2.2 5-145 2.206 14.46 451 1,347 0.35 
Sources: Cols. (1) (4): Quarterly Summary Australian Statistics. 
Cols. (5) and (6): National Income White Paper. 
Cols. (7): Quarterly Summary Australian Statistics. 
Notes: (a) Series index. 
(b) Totals for 1950-51 and 1951-52. 
(c) Figures for 1950-51 and 1951-52 Table Appendix National Income White Paper. 
(d) Calculated from figures Cols. (5) and (7). 
£A390 millions 1951-52; total swing The main problem facing the Common 
£A623. wealth Bank this year crisis was 
Contrary what might have been feared the liquidity the 
even expected, there was outflow system. fall external assets 
capital. Private capital inflows remained millions exerts equivalent 
the same level 1950-51 (14) and the influence commercial 
tion was somewhat improved loan from the central bank was 
Commonwealth Bank Annual Report (1951-52) and the Com- mous scale banking crisis was 
monwealth Statistician, Australian Balance Payments, avoided. Moreover, the task facing the cen- 
tral bank was complicated the speed with 
(13) The investment stocks 1951-52 was mil- 
lions compared with {A246 millions Cf. this Which the crisis developed for the year 
point op. cit., pp. 55-59. 1951 had ended with the central bank actively 
(14) Statistical estimates this item lead some difficul- attempting restrain inflation use its 
ties interpretation. seems, however, that although the litati 
speculative inflow ceased after June 1950 there was repa- qua itative and quantitative controls 


triation. 


crisis year itself began with inflationary 


with 
tively 
its 
pres 


sure still the main problem (15). 
flationary budget had also been introduced 
while capital issues control had 
imposed February 1951. The difficulties 
occasioned the lagged response imports 
were thus, some extent, intensified the 
lagged response fiscal policy (16) and 
government administrative decisions. The ba- 
lance sheet the central banking division 
shows how the Commonwealth Bank met 
the challenge this sudden and severe re- 
versal economic fortune. 

The decline external assets shown 
this table amounts £A418 millions. Total 
assets, however, fell only £A263 millions. 
Hence there was plainly some offsetting (17). 
shall discuss this aspect matters later 
when examine the behaviour security 
prices. 

Since total assets declined mil- 
lions while notes with the public increased 
millions the aggregate pressure 
bank reserves was order mil- 
lions. This was more than offset the re- 
duction millions Special Account 
Deposits. fact, the free balances the 
trading banks rose millions. Tech- 
nically, therefore, the Commonwealth Bank 
met the liquidity problem expanding do- 
mestic assets, including loans the trading 
banks, and allowing large-scale releases from 
Special Accounts. The technical simplicity 
both steps should not allowed obscure 
the skill and smoothness with which the cen- 
tral bank sustained the liquidity the com- 
mercial banks. 

The statistical reflection the Common- 
wealth Bank’s operations seen 
outline Table which displays the quar- 
terly positions the trading banks. 

the face liquidity crisis extreme 
ferocity, the decline demand deposits was 
millions and time deposits 
millions. the earlier, and 


(15) Commonwealth Bank, Annual Report (1951-52), 
(16) The government’s reaction the wool boom was to: 
(a) aim surplus millions 1951-52; 
(b) introduce special levy wool prices; 
reintroduce capital issues control. 
Import controls were imposed March 
Cf. Commonwealth Bank, Report (1951-52), 
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period strain, central bank loans were ex- 
panded some millions. Over the 
year the banks sold, doubt largely the 
central bank, some millions secur- 
ities. This change ,together with the 
releases from Special Accounts, enabled the 
banks finance the million expan- 
sion advances. And this, its turn, allow- 
Australian importers meet their obliga- 
tions and finance the large-scale, and largely 
unplanned, increases their stocks im- 
ported goods (18). 

The second statistical reflection the 
change the Australian economic climate 
influenced the availability finance 
provided the movements interest rates 
and security prices. These are set out 
Table 

clear from this table that the liquidity 
crisis not only eliminated cheap money but 
also brought about collapse the equity 
market. The steadiness the administered 
group rates reflects the fact that the autor- 
ities parted with cheap money unwillingly. 
may now examine the interest problem 
little further. 

order get clear picture events 
the security market have examine 
first all the portfolio decisions investing 
groups. Later can examine the impact 
governmental finance. 

have already noted that the trading 
banks were net sellers securities 1950-52. 
The statistical survey published the Com- 
monwealth Bank shows net banking sales 
marketable securities other than Treasury Bills 
millions. Life offices reduced their 
holdings further millions. These 
pressures were re-inforced fall the 
private sector’s portfolio which amounted 
£A35 millions. The Commonwealth Savings 
Bank and Trading Bank taken together re- 
duced their holdings some million. 
From the magnitude these movements 
may infer that the central bank was faced 
either with the immediate abandonment 


(18) Not all this finance was required importers. More- 
over, since the rise stocks was millions clear 
that the banks did not provide even half the necessary finance. 
Other expedients enterprises included reduction divi- 
dends and postponement investment fixed capital. 
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cheap money large scale monetisation 
the national debt. 

The Commonwealth Bank its central 
banking capacity stated that «it purchased 
government securities the market 
much heavier scale than recent years (19). 


Total purchases were, indeed, the order 


millions. There could, however, 
very sustained defence cheap money. 
First, rates had already been allowed slide 
the previous year. Second, the scale 
selling was too great for successful holding 
operation. All that the bank could was 
offer some support designed partly main- 
tain bank liquidity and partly prevent 
demoralization the market. 

this type situation government bor- 
rowing was certain run into difficulties. The 
total borrowing approved for the year was 
millions. Public loan raisings provided 
only £A64 millions. The gap mil- 
lions was filled the surplus Common- 
wealth revenue over expenditure other than 
loan expenditure millions), use the 
counterpart funds arising from the 
millions loan from the International Bank, 
and millions central bank credit. 

The difficulties confronting government 
also confronted private borrowers. New issues 
private borrowers fell from millions 
1950-51 millions 1951-52 (20). 
doubt the fall partly reflected the reim- 
position capital issues control but new issues 
must have looked substantially less attractive 
falling market circumstance which 
can only have increased the dependence 
enterprise the banking system. 

Surveying the experience the govern- 
ment and private borrowers and taking into 
account the massive support the market 
provided the central bank (21) difficult 
escape the conclusion that the crisis was 
complicated sharp increase liquidity 
preference. The climate which the central 
bank was called upon operate could thus 
scarcely have been less pleasing. Though the 


(19) Ibid., 24, cf. also the reference (ibid., 20) 
strong efforts the Central Bank support the market 

(21) Whether this support was directly undertaken order 
maintain interest rates question importance some 
contexts but not this. 
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money supply was broadly stabilised and the 
ratio money supply gross national ex- 
penditure was approximately constant bet- 
ween 1950-51 and 1951-52 (22), there was 
sharp rise rates marketable securities and 
collapse stock prices. This cannot 
explained switching between financial 
assets but only general movement out 
financial assets into money other 
dity preference. This factor operated render 
still less comfortable situation already made 
difficult enough the collapse export in- 
comes, the large inflow imports, and the 
weakness the security market. 


rience. 


The task the Commonwealth Bank may 
defined manipulating the cost and avail- 
ability money such way promote 
stabilization (23). How well was this task 
performed? Let look first the sur- 
plus years 1948 1951. 

general there can, believe, little 
doubt that over this period the 
wealth Bank was successful preventing any 
large secondary expansions the money 
supply and keeping net bank credit creation 
for the private sector within reasonable 
unds. achieving these objects the Special 
Account device proved well adapted Aus 
tralian requirements (24) and, while has 
been asserted that qualitative controls over 
advances tends leak and that too much 
reliance was placed upon these controls, there 
little evidence that leaks were major 
importance (25). seems therefore that such 
criticisms can made not relate the 
Commonwealth Bank’s control the banking 
system but its neglect some additional 


(22) Cf. Table above. 

(23) defined Section above. 

(24) For similar view cf. Hirst, Post-War Monetary 
Policy Australia, Economic Record Vol. XXIX, 
pp. 1-18. 

(25) This view appears derived from the fact that the 
decentralised administration advances controls the leading 
banks whose interests lay increasing advances led 
ively lenient interpretations the central bank’s 
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possibilities financial control 

There are three important external sources 
finance for private investment: bank credit 
creation, loans from financial institutions such 
life offices, and sale securities upon the 
capital market. these the central bank has 
direct influence only upon the first. this 
limitation important? Let look the 
boom years 1950-51 little more closely. 

Gross private investment 1950-51 was 
millions. Depreciation allowances and 
undistributed profits provided some 
millions «automatic» finance; capital 
transfers public authorities further 
millions. Hence some {£230 millions had 
obtained from the sources listed. These 
provided finance roughly follows: 


Bank Advances: (gross) (net £A72 millions) 
Life offices and Savings Banks 


thus seems that non-bank sources, even 
year which the expansion bank 
advances was particularly heavy, were con- 
siderable importance (26). 

further factor influencing investment 
trade credit. this defined include inter 
enterprise credit alone not source fin- 
ance the same sense the remaining three 
since does not increase the purchasing power 
activates existing idle balances. Never- 
theless, its ready availability will influence the 
investment decisions enterprises through 
their liquidity position. rough estimate 
suggests that trade credit expanded very great- 
1950-51. This ready availability must 
have increased the readiness invest (27). 


(26) The increase new issues over 1949-50 mil- 
lions was only slightly less than the increase the gross addi- 
tion advances £A43 million. 

(27) Where some enterprises are granting more credit than 
they receive the consequence similar the activation idle 
balances via the capital market. this case the enterprises 
concerned are behaving financial intermediaries. practice, 
Dr. survey (op. cit.) suggests that, for most industrial 
trade debtors and creditors grew equally. this event 
easier think the readier availability trade credit 
decreasing the need for liquidity. 
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clear from this that there were further 
possibilities influencing private investment 
through reducing the availability finance 
from non-bank financial institutions and the 
capital market well restraining the 
expansive influences trade credit. 

The availability finance through the 
capital market depends fundamentally the 
state confidence. Australia, seems 
clear that this elusive variable intimately 
connected with wool prices. Rising wool 
prices encourage rising equity prices. These 
make new issues easy and give additional 
fillip business confidence. consequence 
trade credit becomes easier obtain with the 
result that liquidity considerations recede 
importance and investment looks additionally 
attractive. this account matters broadly 
accurate seems that beneficial results might 
obtained through modifying conditions 
the capital market: that reducing the 
availability new money. 

One possibility immediately obvious 
the imposition capital issues control. For 
most the boom year, however, this control 
was abeyance (28). This did not eliminate 
all the possibilities official action for, inso- 
far the buoyancy the new issue market 
was sustained switching out govern- 
ment securities (29), the central bank might 
still have been able influence events. 
so, however, would have involved the open 
abandonment cheap money, move which 
was probably unacceptable the Treasurer. 
Hence, though would somewhat unfair 
criticise the Commonwealth Bank for fail- 
ing carry out such policy, seems reason- 
able suggest that the open abandonment 
cheap money and sharp rise the rates 
long term securities brought about of- 
ficial initiative might not only have reduced 
switching imposing capital losses 
the but also have diminished 
both the general optimism business and the 
availability funds through the capital mark- 


(28) was unfortunate that the removal this control 
coincided with the wool boom. Political considerations may, 
however, have dictated the decision. 

(29) is, course, impossible determine the extent 
switching within the group composed non-financial enter- 
prises and individuals since the available statistics all such 
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et. These two consequences, had they re- 
sulted, would probably, their turn, have 
restrained the expansion trade credit 
1950-51 and might have reduced the stampede 
out securities and into money which de- 
veloped 1951-52. 

would wrong press this argument 
too far not only because based upon 
hindsight but more importantly because the 
close connection between security prices and 
conditions the new issue market found for 
example the U.S.A. (30) not present 
the same degree Australia (31). Never- 
theless, criticism can levelled the 
conduct the Commonwealth Bank during 
1948-51 all, must, believe, rest mainly 
the argument that was unwise leave 
the initiative with the market and allow in- 
terest rates climb unsteadily upwards 
the face official resistance. This view 
strengthened rather than weakened the 
consideration that, consequence war 
finance, security portfolios were unusually 
large circumstance which encouraged 
switching (32). 

The Commonwealth Bank’s handling 
the liquidity crisis 1951-52 not open 
any serious criticism. Indeed, the smooth- 
ness with which this crisis was surmounted 
true that the Bank’s attempt stabilise secur- 
ity prices had abandoned and interest 
rates allowed rise difficulty which 
might have been avoided more active 
interest policy had been adopted 1950-51. 
But beyond this there little which can 


(30) This close connection is, believe, fundamental the 
technique market manipulation advocated Allan Sproul 
and Rosa. essays those authorities Money, 
Trade and Economic Growth (New York, 1951). 

(31) the behaviour interest rates and equity prices 
1950-51. Australian enterprises’ relative dislike debenture 
finance important factor this connection. 

(32) Switching was, course, relevant other pro- 
blems than the equity boom. The expansion life office 
loans policies etc. millions 1950-51) was, 
have seen, partly financed this way. interesting, more- 
over, note that the life offices explained their security sales 
desire reduce security holdings more normal 
proportions. 

since attempts domestic stabilization the face export 
fluctuations clearly involve wide fluctuations external reserves 
and hence commercial bank cash. 
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said criticism while much could said 
appreciation. The Special Account device 
proved capable dealing effectively with 
sudden reverses fortune and must re- 
ticularly well adapted Australian condi- 
tions. 

Australia’s experience 1948-52 not only 
illustrates the type monetary problem 
which dependent economies are unavoidably 
exposed but demonstrates beyond dispute that 
properly equipped and wisely managed cen- 
tral bank can play important part meet- 
ing them. Certainly very difficult, the 
light past events, believe that these pro- 
blems would have been readily surmounted 
banking system lacking central bank 
leadership and control. second 
cely less obvious conclusion that the tra- 
ditional central banking techniques are ill 
adapted the needs dependent economy 
experiencing major fluctuations 
reserves. 

somewhat less platitudinous conclusion 
which events Australia lend support 
that, given favourable economic structure 
and the extent financial development, the 
greater the degree dependence the greater 
the scope for monetary policy and the greater 
the need for effective central banking. The 
reason for this very simple. The economic 
climate dependent economies can, and does, 
change with disconcerting suddeness. 
policy though theoretically the more powerful 
and certain stabilization device (like all 
heavy artillery) difficult deploy 
Central banking control the other hand 
tactically agile. Flexible word which 
recent discussions monetary policy have all 
but emptied any but emotional significance. 
Nevertheless, the sense being readily 
reversible direction and capable rapidly 
changing emphases credit allocation, cen- 
tral banking policy certainly flexible. And 
flexibility, cyclical well seasonal (34) 


(34) The problem seasonal flexibility which 
siderable significance Australia has been neglected largely for 
reasons space. R.R. (op. cit.) has some discussion 
it. years which deposits are, average, constant 
seasonal problems are probably best met allowing offsetting 
fluctuations its banks’ liquid assets ratios. This leaves the 
central bank free concentrate cyclical questions. 
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clearly major requirement dependent 
economies. This not say that full reliance 
can placed upon monetary policy. Rather 
monetary policy plus import (35) controls 
should looked upon provide the first 
line defence, their essential function being 
give the necessary time for fiscal and other 
adjustments planned, debated, and im- 


(35) And perhaps capital issues control? 
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posed. Finally, monetary policy needs pur- 
sue its limited objectives wide front. 
This not only because bank finance 
technically rather easily controlled but also 
because the capital market likely display 
considerable elasticity export booms and is, 
quantitatively, comparable significance. 


Davip Rowan 
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tions the theory income and investment 
that the propensity save, 
unless offset equal increase the pro- 
pensity invest, inevitably and without excep- 
tion leads reduction the national 
income. Let assume national income 
1,000 million units money year. Out 
this total let voluntary savings amount 
200 million year and let voluntary net invest- 
ments 200 million well. that hypo- 
thesis, the national income will remain con- 
stant 1,000 units money year. From 
the macro-economic point view, the national 
income equilibrium. 

Let now assume that the propensity 
save increases while the propensity invest 
remains unchanged. Let savings now equal 
300 million units money year and volun- 
tary investment still 200 million year. 
great effort reflection required 
see that the increase the propensity save 
will bring about process contraction which 
only arrested when voluntary savings out 
the reduced income are exactly equal 
voluntary investment. This process has been 
described often that there need 
give detailed account it. The theorem 
question has long ceased matter 
controversy; and worth emphasising that 
universally valid the present day eco- 
nomy which savers and investors are not 
rule identical. The proposition holds 
good, whatever the form saving. 

has, course, never been contested 
that the process contraction inoperative 
when savers and investors are one and the 
same person, when any increase savings 


Money Supply and Interest Rate 


Recent Macro-economic Conceptions 


COMMENT 


out given income immediately counter- 
ment. the same way, commonplace 
modern theory that there automatic 
correlation contemporary economy 
ween the volume voluntary savings and 
that voluntary investment given period 
where the decision save taken, broadly 
speaking, independently the decision 
invest. Current theory rejects the idea 
mechanism whereby voluntary 
savings certain amount (out given 
income) brings about corresponding increase 
voluntary investment the same amount. 
Classical economic theory course saw the 
matter different light. their way 
thinking, saving and investment were 
linked the rate interest which, being 
forced down increase saving (out 
given income) corresponding in- 
the income initially postulated could only 
temporary aberration. And, conditions 
full employment, any deterioration the 
level employment would also bound 
temporary. one the major achieve- 
ments such modern theoreticians Robert 
son, Keynes, and Gestrich 
shown beyond question that this conception 
and approach are untenable (1). There 
longer any argument about that point either. 


(1) For simple outline the question readers may 
referred to: 
Price Flexibility and Full 
American Economic Review 1948, pages 
Kredit und Sparen, published 
Eucken. 2nd Edition, Godesberg, 1947. 


ct. 
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Nevertheless, the classical view, albeit 
modified form and based different 
arguments, has cropped again number 
writings Professor Gambino. still 
argues that increase the propensity 
save induces increase voluntary invest- 
ment and thereby neutralizes the process 
contraction, brought about the increase 
the propensity save (2). 

Gambino contends that specific form 
saving, i.e. deposit hoarding, can certain 
circumstances nullify the contractive effect 
increased propensity save and that 
therefore untrue saving channelled 
through the banking system can automatically 
exert depressive effects under all circumstan- 
ces (page 124). This the point with which 
wish take issue. 

Saving can take the form hoarding 
cash, bank deposits (demand deposits) 
deposits savings banks (savings depo- 
sits) and acquiring shares other long- 
term issues. Should the increase savings 
(out given income) take the form 
additional cash hoarding hoarding 
Central Bank money), the proposition that 
increase the propensity save will have 
depressive effect holds good. Gambino agrees. 
If, the contrary, the new savings are kept 
the form bank deposits 
untouched (hoarding deposits), Gambino 
maintains that the increased propensity save 
does not always exert depressive effect. For, 
and this his central point argument, the 
depressive effect may, certain specific cir- 
cumstances, automatically neutralised 
the increased capacity the banking system 
grant credits and the use these faci- 
lities for investment 


There exists except conditions 
continuing connection between 


Liquidity the Economy and the Bank- 
ing System, Banca Nazionale del Lavoro Quarterly Review 
No. 18, Rome, 1951 (referred Gambino, 1). 

Ditto. L’offerta moneta, tallone d’Achille dei 
Keynesiani, Giornale degli Economisti and Annali Eco- 
July-August 1952 (referred Gambino, 2). 

Ditto. Money supply and Interest Rate Recent Macro- 
Economic Conceptions, Banca Nazionale del Lavoro Quarterly 
Review No. 30, 1954 (referred Gambino, 3). 

Unless otherwise stated, references are the third article, 
which the fallacy the author’s reasoning particularly 
apparent. 
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individual acts saving and investments 
whole (pages 113; italics). 

see it, increased saving the form 
hoarding deposits should not likened 
the hoarding cash (page 114). 

Saving, even hoarded the form 
bank deposits, does not automatically exert 
under all circumstances that income-depressing 
effect which attributed the doc- 
trines with which take issue. Hoarded 
saving, involving increase the credit 
extended the public the banks, consti- 
tutes, explicitly otherwise, one the condi- 
tions required for the banks extend more 
credit the public: rather than check, 
acts stimulus the banks’ ability 
extend credit. The point therefore remains, 
expressed another phrase mine quoted 
Schneider, that the stages normal 
economic development, the banks are induced 
the hoarding individuals expand their 
credit the public, thus introducing such 
corrective the hoarding eliminate any 
depressive influence the latter income and 
economic conditions (page 124). 


The error lies believing that the saving 
channelled through the banking system can 
automatically exert depressive effects, under 
all circumstances. This possibility which 
may come true under special circumstances, 
and particularly periods recession and 
stagnation, because then the contribution 
the necessary elements deposit creation may 
fail act (page 124; italics). 

And page 114, writes: 


Increased deposits or, put more 
exactly, the tendency the public extend 
more credit the banks, not act 
check, but rather stimulus the Banks’ 
lending potential 

These extracts put Gambino’s case 
nutshell. This that: 


(a) Increased savings the form 
deposit hoarding increase the banks’ lending 
potential and are actually prerequisite 
expansion bank credit. 


(b) Increased savings act stimulus 
towards additional bank lending 

(c) certain circumstances, i.e. the 
stages normal economic development 
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sufficient additional credit taken 
investors for new investments offset the 
effects the increase savings (3). 


Only periods recession and stagnation 
possible for saving channelled through 
the banking system exert depressive effect, 
because there the contribution the other 
necessary elements deposit creation may 
fail act (page 124). 


take point (a) first, recent writings 
the theory credit have proved beyond 
question that savings bank accounts (depo- 
sit hoarding) can never act stimulus 
lending but always check and reduce the 
banks’ willingness grant new credits. The 
most detailed demonstration this case 
Gestrich, whose study would refer for 
more detailed account (4). will confine 
myself some essential points the argu- 
ment. Since modern economy, most 
funds bank accounts have been transferred 
from other bank balances, most savings 
bank accounts have their origin the immo- 
bilization demand deposits. Non-entrepre- 
neurs and entrepreneurs are not drawing 
part their bank balances. 
does not, course, alter the banks’ commit- 
ments, that the banks’ liquidity not 
initially affected. Even when private indivi- 
duals firms who decide save pay 
money cash the banks, that is, create 
new balances and leave them there, the 
banks’ liquidity unchanged. This may 
easily demonstrated follows: entre- 
preneurs pay out cash 1,000 units mo- 
ney for wages January, the consolidated 
balance the commercial banks run down 
1,000. Cash hand and business deposits 
drop 1,000. Should the wage earners now 
decide save 200 units January paying 
them into their bank account, i.e. spend 
only 800 consumer goods, then only 800 
units will flow back the banks via trades- 
people. The other 200 units will paid into 
the banks the wage earners who have star- 


(3) Banks are induced the hoarding individuals 
expand the credit they grant the public, thus creating 
corrective hoarding that offsets its depressive effect in- 
come and employment Gambino page 8). 


ted save. the end the month total 
deposits will the the start 
the month. And there change 
cash hand (cash liquidity) either (5). 
increase cash liquidity, together with 
increase current savings arises only when 
business men consider their cash hand 
excessive view the slackness resulting 
from the propensity save and 
cash finds its way back into the banking 
system. Business men then manage 
with smaller cash reserves and pay the ba- 
lance into the banks (6). 

However, the fact that book-keeping liqui- 
dity does not deteriorate and may even im- 
prove, far less significant that the freezing 
bank loans through the locking funds 
bank accounts, will from 
taken short term working with the 
banks are unable, owing lower entries 
their accounts than expected ‘to cover their 
credits, whole part. This freezing 
existing credits naturally impairs the wil- 
lingness grant new credits (Gestrich, loc. 
cit., page 130) and soon leads curtailment 
book-keeping liquidity (7). The obstruction 
immanent liquidity, Gestrich calls 
such cases, acts danger signal, warning 
the banks serious 


repayment debt becomes sluggish 
and difficult, sign that the clients 


(5) private individuals firms pay into the banks 
January savings previously accumulated cash, that is, decide 
hold previous savings different form, liquidity and 
lending potential will course that much increased. 

The same happens the present institutional set-up the 
German Federal Republic when old savings are transferred from 
demand deposits savings deposits, because lower ratio 
minimum reserves required for savings deposits than for 
demand deposits. result this transfer, the cash hand 
available expands, and does the lending potential. But the 
point issue the discussion quite different one. 
not question alteration the form existing savings 
but new current savings, the form deposit hoarding 
which not affect the liquidity the banking system. 

(6) This the process that Gestrich has mind when 
writes Cash liquidity actually increased the extent that 
cash really flows back the banks from circulation and forms 
bank accounts, because entrepreneurs who have been hold- 
ing back are paying out smaller sums money wages 

(7) Saving the form cash hoarding leads the 
mediate curtailment not only book-keeping liquidity 
cash liquidity) but immanent liquidity 
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takings have dropped either because his custo- 
mers are paying badly and irregularly, 
because the banks’ clients themselves are 
obtaining fewer orders and therefore expe- 
riencing drop income. Both factors give 
grounds for alarm. The prudent bank director 
will foresee situation which acceptances 
customers domiciled with the bank will 
presented which cannot met from their 
accounts. that event the bank will course 
not leave old client the lurch. The more 
cautious clients will any case already have 
taken steps meet that eventuality secu- 
ring book-keeping credit from the bank 
which will now drawn upon. For the time 
being everything goes smoothly, the bills are 
honoured: there are only few unforeseen 
debtors. any rate the bank director, 
observing that immanent credit deteriora- 
ting, will foresee flood demands for 
credit which cannot get out of. This will 
naturally induce him take guarded line 
towards applications which can still turn 
down. Experience and reflection will suggest 
that the deterioration immanent liquidity, 
unless the case purely temporary 
phenomenon, the prelude worsening 
book-keeping liquidity. extend the 
investigation from one bank banks 
whole and assume that the process the 
same throughout, the overall picture that 
paper credit replaced book-keeping credit. 
the one hand, banks must come the 
rescue their customers extending book- 
keeping credits when old bills mature. 
the other hand, both the volume and value 
new bills will decline. For, receipts are 
smaller, firms will more reserved both 
issuing and accepting bills, and will prefer 
finance their operations obtaining book- 
keeping credits from their banks, or, alterna- 
tively, the banks are unforthcoming, will 
cut down new orders. this way, the 
effect worsening immanent credit 
due course impair book-keeping credit 
(Gestrich, Kredit und Sparen, 2nd edition, 
pages 

There can therefore question 
increase savings from current income 
the form deposit hoarding (and that the 


point, mot alteration the form pre- 
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viously accumulated savings!) 
expansion the banks’ ability and willingness 
extend credit. What happens just the 
opposite. 


completely different type effect 
flowing from increased propensity save 
found when savers deposit their new 
and increased savings out current income 
with the savings banks. The savings banks 
use the banknotes thus supplied buy e.g. 
mortgage debentures, that is, they grant long 
term credits (e.g. for building 
houses) via the issuing houses. The investors 
employ the amounts received liquidate 
the short term prefinancing credits from the 
banks. The commercial banks’ balances are 
relieved the amount saved. The lending 
banks become more liquid and are posi- 
tion grant more loans than previously (8). 

The form saving therefore exercises 
decisive influence the lending potential 
the banking system influencing, num- 
ber ways, the cash balances (cash liquidity) 
held commercial banks. Since decides 
what form saving will assume, the public also 
influences the lending potential the com- 
mercial banks. Moreover, well known, 
the public influences commercial banking (9) 
given certain level cash balances and 
certain policy the part the Central Bank 
(for example, the maintenance stable mini- 
mum reserve rates) its habits the matter 
effects payments cash cheque 
transfer. may, think, presuppose know- 
ledge these points, which Gambino, too, 
refers. Nevertheless, the proposition still holds 


(8) not quite clear whether Gambino sees this distinc- 
tion between the effect deposit hoarding and that saving 
with savings banks. page 116 speaks the public 
unceasingly making choice between deposits and bank- 
notes which naturally refers the manner which funds 
are held. then adds: its practical developments, 
this choice determined also the action the interest 
rate which disregarded consider only the transactions 
motive and which must, the contrary, kept clearly 
mind when dealing with deposits, especially since time depo- 
sits and savings deposits are included among the latter 
whole The last remark might taken suggesting that 
regards saving deposits and deposits current account 
demand having the same effect. not justified 
ing them the same footing. 

shall deal with remarks the factors 
determining the volume credit separate essay. 
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good that, modern, highly developed eco- 
nomies the Central Bank still calls the bank- 
ing systems tune, and means discount 
policy, minimum reserve policy and open 
market operations, has absolute control the 
commercial banks’ lending potential (10). 

any case, have never refused 
admit that the amount money lent the 
banking system whole can depend upon 
prvate enterprise that can depend 
also upon the behaviour the public cre- 
ditor the banking system» (11) (Gam- 
bino page 113). 

The divergence between our conceptions 
therefore sought elsewhere and more 
specifically our complete disagreement with 
regard the effects increased saving (from 
current income) the form deposit hoard- 
ing the banks’ lending potential and 
their willingness lend. Besides, not 
true that «hoarded saving»... constitutes... one 
the conditions required for the banks 
extend more credit the public (my italics). 
the modern theory credit has shown, 
the previous simultaneous formation cash 
savings not prerequisite the extension 
credit the commercial banks (12). 


This demonstration undermines Gam- 
bino’s case number other ways. 
page 114 says: 

While periods normal development 
ininterrupted economic expansion the im- 


cannot imagine that Gambino will contest the fact 
that the central bank’s influence the commercial banks’ 
lending potential considerably greater than the public’s. That 
the point made Keynes when says that money both 
the long and the short period has zero, any rate 
very small elasticity production, far the power 
private enterprise concerned distinct from the monetary 
authority (J. Keynes, General Theory, page 230; Italics 
are mine). 

moneta nella teoria macroeconomica della formazione del red- 
dito 1954, page seq.) which Gambino 
refers, wrote: mixed monetary system the public 
can only influence the volume lending potential and hence 
the extent which the banks extend credit via change 
payment should have added: and via the form 
which decides hold new and already accumulated sav- 
ings did, however, say explicitly page 11: Increased 
saving the form cash deposit hoarding exerts... check 
the banks’ willingness grant credit There can there- 
fore question ever having overlooked this influence 
the public the banks’ lending potential. 

(12) Readers are referred e.g. the works Gestrich, 
Keynes’ Treatise Money, etc. 
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petus given the public the creation 
deposits actually translates itself into greater 
supply money, the form deposits, be- 
cause under those circumstances the other 
elements concurring their creation act 
the same direction (or are 
periods recession stagnation that im- 
petus becomes ineffective, lacking the concur- 
rence the other factors explained 
And this why can indeed have down- 
ward movements income effect 
hoarding the form bank deposits, but 
these depressive effects are not automatic 
economic conceptions such those advanced 
Prof. Schneider (my italics). 


page 124 writes the stages 
normal economic development, the banks are 
induced the hoarding individuals 
expand their credit the public, thus intro- 
ducing such corrective the hoarding 
eliminate any depressive influence the 
latter income and economic condition 

What Gambino means clearly this: 


(a) period uninterrupted. expan- 
sion there are sufficient profitable openings 
for investment compensate for the depres 
sive effects increased saving. 

Saving the form deposit hoarding 
produces expansion the banks’ lending 
potential, that the means financing these 
numerous investments are provided saving; 
The impetus given the public the 
creation deposits actually translates 
into greater supply money the form 
deposits, because under those circumstances 
the other elements concurring their creation 
act the same (13) 


(b) periods recession stagnation, 
the contrary, the number profitable 
investments small. Voluntary investments 
lag behind voluntary saving. The contractive 
effects saving are not offset; because then 
the contribution the necessary elements 
deposit creation adequate demand for 
investment credits) may fail (page 


124). 


(13) not understand the other alternative 
neutral (page 114). 
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The proposition that boom (period 
uninterrupted expansion) voluntary investments 
exceed current savings (from existing income) 
and lag behind voluntary savings period 
stagnation line with modern theory. 
The modern view, effect, that the expan- 
sion and contraction the national income 
and employment are explicable terms 
the continued fluctuations the difference 
between voluntary savings and voluntary invest- 
ments each phase economic development. 
Gambino, however, asserts that particular 
form saving (deposit hoarding) facilitates 
the financing profitable investments 
boom. Quite the contrary! have al- 
ready seen, saving the form deposit 
hoarding restricts rather than stimulates the 
flow credit. This form saving, there- 
fore, does not act incentive such 
investments but check them. 
check may course desirable the boom 
nearing conditions full employment. 
may undesirable the expansion just 
getting under way and going lift coun- 
try out depression. the latter event, 
the Central Bank must eliminate the negative 
policy credit expansion. the former 
hypothesis, may, necessary, buttress the 
restrictive effect contraction credit. 
savers had put their money into savings banks 
into securities, banks would, know, 
have become more liquid and expanded their 
lending potential. that case, supporting 
action the early stages boom called 
for the part the Central Bank. 

recession, characterised excess 
voluntary saving over voluntary investments, 
may rendered more acute the credit- 
inhibiting effects savings deposit account, 
these effects are not neutralised the ex- 
pansion credit the Central Bank. 


the following points: 


(a) The development demand for 
investment credits does not depend the 
whether any private individuals 
save not, but only whether and what 
profitable investments are available. 
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The decision invest independent the 
decision save except where saver and 
investor are one and the same person. 


(b) All saving has contractive effect, 
all investment expansive one. Economic 
trends therefore, are constantly affected 
contractive and expansive influences which 
give rise corresponding processes. de- 
pends the order magnitude the im- 
petus communicated the decisions the 
one hand save and the other invest, 
and the relation between these two factors 
whether the outcome will contractive, ex- 
pansive, neutral. The form saving, 
can impede stimulate these movements 
influencing the banks’ lending potential 
and their willingness lend. This influence 
the part the public, however, not 

economic activity and policy 
lar direction. can modified will 
any time the Central Bank, provided 
possesses the necessary means secure its 
ends. The Central Bank can alone determine 
the scope and aims credit policy and nowa- 
days, most countries, possesses all the means 
for controlling the banks’ lending potential 


(14). therefore incorrect assert, 
does Gambino: 


Under present day circumstances, money, 
too, like any other good, produced accord- 


(14) Gambino writes: According Schneider increased 
savings the form hoarding cash deposits act rather 
check the banks’ lending And for this very 
reason (my italics) Schneider further asserts that saving itself 
involves, under any circumstance, that income-depressing effect 
which much emphasised the Keynesian doctrine (page 
113). has misunderstood me. not deposit saving which 
causes the contractive effect saving. Any saving, whatever 
the form, has contractive effect. Only when counter- 
balanced corresponding volume voluntary investment 
the outcome the contractive effect saving and the expan- 
sive effect investment not contractive process. When Gam- 
bino also imputes the view that such increase 
investments can brought about only deliberate action 
the part the monetary authorities (page 113), must 
refer article L’Industria (loc. page 10) where 
said: demand for credit excess the lending potential 
can only satisfied deliberate action the part the 
monetary authorities That entirely different point. 

The Central Bank can only create credit climate favour- 
able investment. But can not can never 
force use existing credit facilities. The Central 
Bank’s power lift economy out depression means 
credit policy notoriously considerably weaker than the 
power check expansion. 


= 


n 


ing demand (page 124). The banks can 
only satisfy the demand for credit far 
their lending potential allows. demand 
exceeds that potential, applications for credit, 
even those offering the necessary 
have turned down. 


(c) Deposit saving has only one kind 
influence the banks lending potential and 
willingness lend: restrictive one. There 
are other forms saving (saving securities 
and with savings banks) which stimulate cre- 
dit. Gambino therefore right saying that 
the public has influence lending poten- 
tial not the actual volume credit 
not only through the change the habits 


Professor Schneider’s diffuse reply makes 
easier identify the nature and scope 
our disagreement the influence in- 
come formation saving the form 
bank deposits. 

But first must seek clear certain 
possible misunderstandings which Professor 
Schneider’s approach arguments may 
have given rise. For one thing disclaim any 
intention seeking revive, lock, stock and 
barrel, the classical theories, according 
which there always close link between 
acts saving and investments 
whole. have tried show that the link 
may inoperative specific circumstances 
and particularly periods recession and 
stagnation. And have stressed, too, the fact 
that the adjustment savings investment 
far more complex process than the clas- 
sical economists had assumed. 

case was made out, Schneider admits, 
«in modified form, and based different 
arguments not only from those the 
while the flow savings one the factors 
which may give rise variations the 
volume deposits, that volume may and 
usually does vary without any corresponding 
variations the volume real goods «sav- 
ed». That say, this variation may take 
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payment but also the form saving 
adopted. But this fact, which well known 
modern economists and often emphasized 
them does not alter the fact that any in- 
crease the propensity save itself 
whatever the form saving has contrac- 
tive (15) effect the national income while 
the effect any increase the propensity 
invest itself expansive and what 
more, under all circumstances, and not, 
Gambino believes, only 
stances. The assertion that increase the 
propensity save exerts contractive effect 
only recession untenable. 


place not only without genuine saving, but 
even without forced saving. the other 
hand, showed that, considering the process 
adjustment savings investments, and 
particularly that part effected through the 
banking system one must take account the 
fact that the adjustment effected the inter- 
play not only variations the rate in- 
terest but also and above all variations 
the volume supply and demand (of loan- 
able funds more less stable rate 
interest. The latter eventuality more closely 
connected than the former one with 
variations income about which much 
has been written the recent years. 

Given this approach, cannot 
Schneider suggests held contest 
the fact that the central bank’s influence 
the commercial banks’ lending potential 
considerably greater than the public’s (page 
Indeed, explicitly criticised certain 
contentions currently advanced Italy, 
guing, against those contentions, that even 
Italy the monetary authorities had always 
had and still have decisive influence 
variations the volume deposits and 
hence the commercial bank’s lending 


that the reduction direct proportion not only 
save (Gambino, page 


— 


the 
the 


potential But also joined issue with cer- 
tain views current countries other than 
Italy, and maintained that the public, too, 
had considerable, though not decisive, in- 
fluence the volume deposits. And, 
regards the direction that influence, 
contended that saving the form bank 
deposits acted stimulus and not 
check the banks’ lending potential, since 
increased saving, leading increase 
the credits extended the banks the 
public, satisfies one the necessary condi- 
tions (though not itself sufficient con- 
dition) for the banks their turn grant 
increased credits the public. 


The preceding sentence brings out most 
clearly the point which Professor Schneider 
and disagree i.e. the direction which 
the public can exert influence the 
volume deposits and hence the banks’ 
lending potential. His standpoint diame- 
trically opposed mine. believes that 
increased savings the form deposits 
always and without exception act check 
and not stimulus. never tires 
insisting the point: «Savings bank 
accounts can never act stimulus lend- 
ing but always only check and reduce 
the banks’ willingness grant new 
(page 216). the form deposit 
hoarding restricts rather than stimulates the 
flow credit (page 219). Deposit saving, 
has only one kind influence the banks’ 
lending potential and willingness lend: 
restrictice (page 220) (1). 

case that the link between individual 
acts saving the form bank deposits 
and investment whole can inoperative 
only certain circumstances. Schneider 
the contrary holds that this link inoperative 
all circumstances, always provided that 
savings are channelled through bank deposits. 

sum up, contention involves 
modification the classical approach, but 
only adapting and qualifying take 


must admit that was wrong saying that Professor 
Schneider refused admit that the amount money lent 
the banking system whole can depend private enter- 
should have said that ruled out the possibility 


the influence private enterprise operating the direction 
mind. 
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account the different sets circumstances 
relevant the problem (and more especially 
the different phases the trade cycle). 
Schneider’s interpretation, against this, in- 
volves the radical rejection the classical 
conception and conclusion is, puts it, 
that any increase voluntary savings 
itself whatever the form saving has 
contractive effect the national income... 
and, what more, under all circumstances, 
and not... only certain circumstances 


(page 220). 


Since that the position, fear there 
alternative but agree disagree. 

fact Professor Schneider’s reply does not 
much get grips with arguments 
dogmatise some aspects the Keynesian 
theory which still regards the be-all and 
end-all the new» credit theory, the 
face detailed analytical demonstration 
its flaws, particularly documented 
references the original Robertsonian 
formulation these aspects. And Professor 
Schneider imagines need more than 
provide summary numerical illustration (on 
page 216) and quote extenso passage 
from Gestrich (on page 216-217). 

The trouble that both illustration and 
quotation merely serve confirm case, 
since the process schematised the one and 
outlined the other observable only 
periods recession and stagnation. fact 
Schneider starts from the assumption that 
modern economy most funds bank accounts 
have been transferred from other 
lances, most savings bank accounts have 
their origin the immobilization demand 
deposits (page 216). Which would mean 
that the bank’s liquidity and hence their 
lending potential would unchanged. But 
this assumption valid only slack pe- 
riod. fact, when business normal, the 
upward trend deposits (considered 
whole and not individual items) does not 
lead less use being made the deposits 
themselves, lower velocity circu- 
lation. the contrary, involves greater 
preference the public for deposits bank- 
notes and hence, provided there change 
the note issue, increase the banks’ 
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liquid resources. The increase deposits or, 
put more precisely, the tendency the 
part the public extend larger credits 
the bank the form deposits, foils down 
increase the banks’ liquidity and 
stimulus the creation deposits desider- 
the public. The phenomenon does not 
fact give rise (in periods normal develop- 
ment) lower entries the entrerpeneurs’ 
accounts and the freezing existing cred- 
its which Gestrich dwells such length. 


without saying that our disagree- 
ment does not extend all the theorems 
championed Schneider. Especially since, 
for some them, have tried provide 
fuller demonstration, emphasising the inter- 
play between the variations the volume 
demand and supply (of loanable funds 
unchanged rate interest, process which 
supplements that variations the rate 
interest. 

the same way have stressed the very 
point Schneider uses argument against 
me. For me, too, the previous simulta- 
neous formation cash savings not pre- 
requisite the extension credit the 
commercial banks (page 218). But, for 
the necessary prerequisite greater pro- 
pensity the part the public extend 
credit the banks. other words, 
increase the degree preference shown 
the public the choice between deposit 
and banknotes, increase which does not 
presuppose expansion saving. that 
while, the one hand, the increased savings, 
which really exist may satisfy (as recalled 
the outset) one the necessary conditions 
for increase the banks’ lending potential, 
that very condition may satisfied any 
other means leading the 
dwelt length occasions (2). 


(2) therefore not the case, Schneider asserts, that 
the crux argument the assumption inter alia that 


“ay 


these circumstances, should like 
assure Professor Schneider that have 
ories credit and even less opposing 
the Keynesian Revolution Restoration 
the classical economists. intention rather 
contribute the laborious digestion 


the Keynesian models and help sort out 
the wheat from the chaff (3). 


can only succeed bringing the 
theory credit date trying deter- 
mine the qualifications, conditions 
cumstances subject which both the old» 
models and the «new» ones will work. 
And not persisting the belief that only 
one group the other absolutely 
clarification Professor Schneider will undoub- 
tedly make the same constructive contribution 


has done other fields economic 
theory. 


AMEDEO 


«increased savings the form deposit hoarding... are 
actually prerequisite expansion bank credit» 
(page 215). 

(3) this sorting out process important take into 
account the differences between saving and 
deposits therefore share Professor view that 
would not fact justified put them the same 
footing should not, however, lose sight the basic 
unimportance distinction these lines and any analo- 
gous distinction, however relevant may certain aspects 
banking technique and policy. One need only recall the 
through discussion this question Marget (in The theory 
prices 1938, Vol. pages 466-7) and the explicit rejection 
the distinction Crick the Midland Bank (in 
The Genesis Bank Deposits Economica 1927, reproduced 
Readings Monetary Theories 1952), who writes: 
Bank deposits include all the funds held the banks 
the credit customers, whether withdrawable demand 
agreed period notice, distinction which the way 
has very little force». seems me, therefore, that Schneider 
going little too far drawing such sharp distinction 
between the effects savings channelled through commercial 
banks (in demand depositis) and those channelled through 
saving banks (in saving deposits). 

any case, discussing these aspects the Keynesian 
theory, can only refer deposits whole, since Keynes 
used that very conception, lumping together saving deposits 
and demand deposits (as recalled General 
page 167, note 1). 


N 
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The growth the natural gas industry 
Italy and some the more controversial issues 
confronting were lucidly analysed well- 
balanced article AVR this Review (1). 
Since then great deal water has flown 
under Italian bridges and growing volume 


methane gas through the nation’s pipelines. 


More accurately, through ENI’s network, 
which has now reached the imposing figure 
3,640 kilometers (equivalent 2,260 miles). 
ENI, the Ente Nazionale Idrocarburi the 
State Hydrocarbon Corporation) has raised the 
output methane gas the creditable figure 
2,800 million cubic meters 1954 and 
plans target 3,500 for 1955 and one 
4,500 for 1956. The production all other 
concerns combined fluctuates around 250 mil- 
lion cubic meters. 

Another important development during the 
past two years has been the discovery oil 
Sicily (2). The Italian subsidiary the Ame- 
Gulf Company has struck oil three 
points near Ragusa the Southeast corner 
the island. One well now (December 1954) 
production and the output all three wells 
tentatively estimated 150,000 tons year. 
Indeed, the optimists declare that the Ragusa 
field whole may eventually yield much 
million tons annually. This may seem 
small beer, but the importance the Sicilian 
strike will appreciated when remem- 
bered that Italy’s present production oil (in 
the Valley) under 100,000 tons year. 
Nor does the strategic value the West 
reserve fuel the centre the Mediter- 
ranean need any underlining. Another Sici- 


(1) A.V.R., The Natural Gas Industry Italy, this Review, 
No, 25, 1953. 

(2) This article has been written before another important 
oil field was discovered Alanno, Southern Italy (Abruzzi) 
the Petrosud company constituted equal share 
the Italian Montecatini and the American Gulf Com- 
pany ». 
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lian deposit was located the Darcy Explo- 
ration Company, offshoot Anglo-Iranian, 
Vittoria, slightly further west, but the 
quality the samples has proved disappoint- 
ing and not certain whether the find will 
fact exploited. 

The Sicilian discoveries appear have 
strengthened American interests their firm 
conviction that there rich oil-bearing stra- 
tum the Valley, present the exclusive 
reserve ENI, and they have been pressing 
strongly for some time, the name free 
enterprise, allowed join the search 
for the precious liquid that area. not 
known what technical reasons the existence 
oil any extensive scale assumed, but 
this absence any proof other than mere 
supposition makes all the more important 
examine the main heads the criticisms 
levelled against ENI’s policy and status the 
course the current controversy and the 
alternatives between which Italy being call- 
upon choose shaping its industrial 
future. 

way background must explain- 
ed, the risk covering familiar ground, 
that the legislation governing oil and methane 
gas prospecting and exploitation varies accord- 
ing the region concerned. this respect, 
Italy, like Caesar’s Gaul, divided into three 
parts. the Valley, ENI has absolute 
monopoly. Sicily, there is, paper 
least, free for all (3), whereas the rest 


(3) The Sicilian Law Hydrocarbons. The search for and 
exploitation liquid hydrocarbons and natural gas the Auto- 
nomous Region Sicily governed Law No. 
March 1950, which stipulates that: (a) prospecting licences shall 
not cover unbroken area more than 100,000 hectares 
period over three years (Article 2); (b) the licencee who has 
fulfilled his obligations entitled work any deposits 
hydrocarbons discovered the area defined 
(Article 6). The concession shall for not less than and 
not more than years; (c) the concessionary shall pay the 
Region annual royalty cash and kind (Article 7). 
Where the royalty payable kind, the proportion the 
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the country the law stipulates that anything 
found the bowels the earth shall the 
property the State. new and more liberal 
code, modelled largely Sicilian legislation, 
now Committee, where being sub- 
jected certain amount criticism 
the grounds that too favourable foreign 
(4). 


crude product the yield fixed between and 20% 
(Article 8). 

October 1954 the Minister Trade and Industry 
the Sicilian Region announced that the had issued was 
about issue prospecting licences for total area 1,746, 
026 hectares. This figure included Italian firms account- 
ing for 125,000 hectares, and foreign joint Italo- 
foreign firms with total 621, 026 hectares. the rate 
the royalties payable, the Minister stated that, although the 
law authorised the Government fix them between and 
20%, the rate had never been lower than which was 
increased, first 12.5% then 16% and finally 
20%. 

Professor Rossi has criticised the provisions the Sicilian 
Law more particularly account (a) the excessively high 
upper limit the area covered prospecting licences, (b) the 
duration the concession, which feels too long, (c) the 
failure distinguish between licences for prospecting and 
permits for exploitation, distinction which, the United 
States and Canada, effected the restriction the con- 
cession part the area for which prospecting licence 
has been granted. United States Federal territory, the rele- 
vant maxima are 6,200 and 40,000 hectares. The difference 
between these two figures represents the land put for 
public auction equal lots. 

(4) ENI and the draft Bill for the Italian Mainland. 
February 1953 the Italian Parliament passed law (No. 136) 
concentrating ENI all the State’s interests the field 
hydrocarbons and granting exclusive prospecting, transport 
and extraction rights the Valley. Prospecting hydro- 
carbons and their exploitation the rest the mainland will 
governed the draft bill now under discussion. This 
measure was first tabled the Italian Lower House July 
1951 and submitted afresh, virtually unmodified, the succeed- 
ing legislature November 1953. 

The draft bill designed obviate the drawbacks inherent 
the Mining Law July 1927 (No. 1443) which has 
hitherto constituted the basic legislation this field. This law, 
supplemented Article 826 the Civil Code, assigns the 
State any deposits found the nation’s subsoil. empowers 
the Civil Service, its discretion, grant prospecting licences 
permits work deposit and extend, again its 
discretion, these authorisations. 

The draft bill now under discussion provides for the issue 
to, among others, private persons prospecting licences for 
three years which may twice extended for two years 
each occasion and actual concessions for twenty years which 
may similarly extended for two periods ten years each 
(Article 13). 

Professor Rossi has criticised the draft the following 
grounds: the areas which may assigned any one con- 
cessionary are too large; the permits cover too long period; 
the prospecting licences may transformed into concessions 
without any part the area being handed back the State; 
safeguards against the permits being monopolised people 
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The Valley, the Quarterly article 
previously quoted observes, richest 
and most highly industrialised part Italy 
And here that the main gas fields were 
found. Their discovery, and hence their con- 
tribution Italian industry, recent date, 
1940, production was million cubic 
meters, the equivalent about 40,000 tons 
coal. And, the eyes Italy’s post-war 
leaders, this product bore the stigma being 
worked AGIP, the Italian General Petro- 
leum Company, State Corporation set 
When the fighting was over, 
the new Director AGIP for North Italy 
was instructed liquidate this hangover from 
Fascist times and the concern was actually 
hawked round private firms for the sum 
£40,000! happened, the Director was 
strong-willed and independently minded 
individual, Enrico Mattei. was self-made 
man modest origins who had led band 
Catholic partisans with distinction during 
the war. disregarded orders from Rome 
and went ahead with prospecting and surveys 
rather than disband the team technicians 
which had been slowly built over the pre- 
vious years. 

After doggedly overcoming initial obstacles 
and disappointments, his perseverance was 
rewarded the discovery extensive me- 


wishing trade them are inadequate; are the provisions 
designed rule out the concentration permits the hands 
people with interest exploiting them; there are insuf- 
ficient incentives speeding work prospecting and 
extraction and giving back those areas which are not being 
worked; there are provisions ensuring fulfilment the 
licencees and concessionaries their undertakings; there art 
adequate safeguards against the nation’s mineral wealth 
being ransacked, wasted ruined; royalties are fixed case 
case the Civil Service. 

Rossi has stressed the need for both Italy and 
adopt the system current the United States and Canada 
whereby concessions work given area are put for 
auction. 

The Sturzo-Rossi exchange polemics centred round the 
limits placed the Civil Service’s powers regards the 
issue licences prospect for and work hydrocarbon deposits. 
Among the Centre Parties, the Republicans and Social Demo- 
crats are agreement the need leave intact the present 
situation the Valley and recast the draft bill for the 
rest the Italian mainland such way avoiding Civil 
Servants discretion decide such matters vital public 
concern the transformation prospecting licence into 
concession. fact the draft bill now stands not 
makes provision for the sale concessions auction but 
limit fixed for the minimum royalties paid the 
concessionary. 
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thane gas fields the Valley and 1949, 
the oil deposits Cortemaggiore. Even 
after the methane was potentially available, 
Mattei had hard time convincing sceptical 
Ministers the immense advantages which 
Italian industry could derive from the new 
raw material. Fortunately, enjoyed from 
the start the backing Ezio Vanoni (the pre- 
sent Minister for the Budget) and succeeded 
winning over, but not without long 
struggle, the Prime Minister himself, Alcide 
Gasperi. Gradually, AGIP was built 
into compact, efficient and vital organisa- 
tion. Mattei turned account the fact that 
the gas could not exported seeming 
disadvantage) constructing pipeline which 
has led the methanisation most 
the big industrial groups 
Industry is, fact, his best costumer and 
absorbs over percent his output. 

The seal official approval was finally 
set AGIP’s success February 1953, when, 
together with number related enterprises, 
was merged into new body, ENI. Among 
other privileges, ENI was granted monopoly 
oil and methane gas rights the Valley. 
Since then, the new Corporation has greatly 
extended the field its activities connec 
tion, for example, with petrol servicing sta- 
tions, the supply liquid gas containers 
and the refining and cracking oil. Its total 
latest step has been set Research Insti- 
tute near Milan for the training oil and 
methane technicians and plan the construc- 
tion factory near Ravenna for the manu- 
facture synthetic rubber 
30,000 and 360,000 tons year respectively. 
ENI will thereby become the biggest producer 
synthetic rubber Western Europe, indeed 
the only one any importance, and half its 
output will available for export. 

South and Central Italy, prospecting 
going ahead anticipation the new legis- 
lation present before Parliament. AGIP 
has obtained concessions, covering 621,826 
hectares, while private concerns, such the 
Montecatini, have 106 concessions with 
area 1,468,079 hectares. 

Sicily, which was granted regional in- 
dependence after the war, private firms have 
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been allocated almost the whole the 
2,000,000 hectares believed yield oil, while 
AGIP has been given only 5,000. The diverg- 
ence between the policies hitherto followed 
the Central Government Rome and 
the Regional authorities Palermo seems 
surprising, since the Christian Democrats do- 
minate both administrations. The explana- 
tion, however, simply that, whereas the 
Christian Democrats the Italian Govern- 
ment lean for support the other centre 
parties, their opposite numbers Sicily have 
formed coalition with the Monarchists, with, 
times, the tacit support the Fascists. 
These parties have throughout pressed for the 
most generous treatment foreign (mainly 
American) oil groups, who, turn, are clo- 
sely linked with the major industrial combines 
Milan. Many the latter have obtained 
considerable concessions Sicily, even though 
their interest oil very recent origin. 
But, since the maximum area allocated any 
one firm 100,000 hectares, has proved 
convenient, for window dressing purposes, 
treat their applications favourably order 
prove that Italian interests have had the 
lion’s share concessions. believed, 
however, that not all the Christian Democrats 
members the Sicilian Assembly are entirely 
happy with the present policies. 

Italy itself, the division over the line 
pursued regards oil even sharper 
inside that Party. But, here too, Monarchists, 
conservative Christian Democrats, the major 
industrial interests and certain American or- 
gans, with the Luce group well the fore, 
have joined battle with the more progressive 
section the Christian Democrats and most 
the other centre parties. these one must 
add the unwelcome adhesion the extreme 
Left, who have, usual, shown themselves 
astute tacticians delicate political issues. 

The main protagonists the current ex- 
change polemics have been the enfant ter- 
rible Italian liberalism, Ernesto Rossi and, 
the opposite camp, the respected elder 
statesman, Don Luigi Sturzo supporter 
free enterprise, who has dwelt length 
the need make concessions over ENI’s 
monopolistic position order facilitate 
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American investment and who has also accus- 
Mattei complicity with the Communists. 
The first move the recent campaign 
against ENI was made Mr. Holman, the 
Chairman the Standard Oil Company, 
when, much publicised visit Italy last 
June, pressed the claims American in- 
terests share the exploitation the 
Valley the grounds that State Mo- 
nopoly was both bad definition and un- 
able cope with such vast aera. Almost 
immediately after, the American magazine 
Fortune took the theme long and 
well-informed article, which contended that 
the main factor impeding Italy’s economic 
progress was the proliferation 
state corporations. These, ran the argument, 
were legacy Fascism and 
ground Communism. only Italy were 
allowed enjoy the blessings healthy 
competition oil and methane gas, the price 
methane would come down, production 
would stepped up, larger quantities oil 
would discovered, American investments 
would flow and industrialisation would 
promoted. consequence, healthier 
political climate would emerge and the pro- 
gress Communism would checked. 
These sentiments appear 
Unfortunately, they not stand care- 
ful analysis, and they have wilted more than 
somewhat under the withering logic Er- 
nesto Rossi’s articles. Ironically enough, For- 
tune’s shafts Italy’s useless (or 
Boards) are drawn from the armoury 
other than Ernesto Rossi himself, who has 
been consistently unsparing his denuncia- 
tions the incubus State bureaucracy. 

all the more significant, therefore, 
that should have taken such strong stand 
favour ENI during the present contro- 
versy. Free enterprise, Professor Bresciani 
Turroni has acutely observed different 
not dogma. does not follow that, because 
State monopolies Italy have bad record, 
ENI should dismantled. fact, such 
contention based unrealistic approach 
the problem Italy’s industrial develop- 
ment. essential, any examination 
this issue, walk the tightrope, balancing 


precariously between the opposite and equally 
dangerous extremes unconsciously project- 
ing Anglo-saxon conditions the Italian 
scene and, conversely, uncritically accepting 
the argument all too often advanced 
excuse for inertia over-conservative Italian 
industrialists, that given innovation 
unsuitable for Italian conditions (even when 
certain his more enterprising colleagues 
have demonstrated the contrary practice). 

vital, therefore, examine the 
pros and cons ENI’s position concrete 
detail rather than the light abstract 
principles, which rarely apply with equal 
force all times and places. important, 
for example, stress the fact that ENI, far 
from burdening the state’s finances, nets 
very considerable profit 1953- 
Whether this sum made available 
the State directly the form taxes, 
accrues the community other ways, such 
capital investment the construction 
Study Centre, not primary relevance. 
The organisation’s balance sheet should 
itself proof enough efficiency but, the 
point must laboured, would observed 
that even ENI’s sternest critics have not cen- 
sured that score. 

Moreoever, ENI monopoly, had 
fight hard for its present position. And 
would clearly inadvisable, only tech- 
nical grounds, allow number concerns 
undertake the distribution methane. The 
situation may perhaps best illustrated 
reference such analogies the 
tion the railways which has been accepted 
most European countries inevitable and 
desirable. The suggestion that the area work- 
ENI too large equally void 
substance. The two concessions accorded 
the Standard Company France, take 
only one example, cover 17,000 and 20,000 
square kilometres respectively, compared 
with the 50,000 square kilometres the 
Valley. Nor can seriously sustained that 
ENI lacking either equipment tech- 
nical staff tackle the job efficiently. 
ments that calibre cannot regarded 
objective unbiassed. 

is, the contrary, true that AGIP sells 
the methane gas price which more than 


Qa. oO 
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enough cover the cost, including overheads, 
prospecting and capital expenses per unit, and 
that production might possibly increased 
more rapidly this were made the overriding 
objective. But, AVR pointed out his 
vearlier article, Italy depends about per- 
cent imported fuels and the sale me- 
thane gas price would 
simply mean disrupting the whole price level 
supplies energy. any case open 
the shortest possible time the limited re- 
serves (as yet accurately ascertained) 
this natural resource. Finally, may 
recall the important consideration advanced 
AVR, sharp reduction price would 
unfair the backward South which, since 
methane only available the North, would 
find the gap between placed even 
greater disadvantage the already favoured 
industrial triangle Milan, Genoa and Turin. 

The case against ENI therefore much 
weaker than appears first blush. Not only 
so, but private industry’s own record this 
field not particularly impressing. The 
Valley was worked for oil from 1862 1946 
without any success, nor have private firms 
been any more the fore regards methane. 
any case, all objective observers consider 
improbable that private firm would have 
passed the consumer the difference bet- 
ween the cost producing methane gas and 
the national level other fuels electricity. 
There would, fact, almost certainly have 
been general agreement align the price 
methane with that fuel oil just 
happens present, with the significant dif- 
ference that the profits would have been 
drained off private concern. 

This consideration leads straight the 
heart the matter. The short point that 
quite misleading represent the conflict 
one between State monopoly and private 
enterprise. Industrial competition, 
Western states, remarkable for its absence 
Italy, where the scene dominated 
few giants. And the appearance American 
oil interests the role paladins free 
enterprise has provoked certain amount 
derision the Italian press, which has not 
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been slow point out that oil notoriously 
and demonstrably the most 
all business groups. Italy, incidentally, does 
possess even shred anti-trust law. 

The battle therefore between two groups 
monopolistic concerns, the one hand 
state enterprise operating efficiently with en- 
lightened criteria and private monopoly with 
profit its main concern the other. The 
fact that the sympathies the average Italian 
are ENI’s side, therefore, should not ex- 
cite surprise abroad regarded another 
manifestation outworn chauvinism. Such 
accusation, any case, comes ill from 
America, where, Rossi has pointed out, 
stringent national legislation has carefully 
guarded against any attempt foreigners 
secure control the oil reserves. talk 
the open door there. 

Lastly, remains examine the political 
implications ENI’s position. is, say 
the least, naive indiscriminately couple 
State monopolies with Fascism and (somewhat 
contradictorily) Communism. 
tion were identical with the latter, Britain 
would long ago have qualified, spite its 
Conservative Government, for place behind 
the Iron Curtain. And the Communists have 
never been known find much greater dif- 
ficulty digesting private monopoly than 
taking over State concern. the 
reference Fascism, may observed that, 
whatever reservations one may entertain 
regards the virtues state corporations gene- 
rally, the fierce opposition Fascists and ex- 
Fascists ENI may regarded giving 
Mattei clean bill health the count 
marching Mussolini’s footsteps. 

The real problem lies elsewhere. Italy 
turning point her economic and poli- 
The extreme Left growing 
steadily, and not only the South. the 
same time the gap between advanced and 
backward countries widening. The biblical 


proverb: him that hath shall given, 


being fulfilled thousandfold. How 
Italy withstand the assault the extremists 
and how she make sure that her present 
rate economic advance will not only 
maintained, and extended cover the back- 
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ward South, but will place her the favored 
group technically advanced nations? 

The two questions are closely related. 
influential school thought considers that 
the only effective answer Communist agita- 
tion the more intensive exploitation 
Italy’s natural resources and the industrialisa- 
tion the country vast scale. The 
widely held belief that she does not possess 
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TOTAL CONSUMPTION ENERGY ITALY 1938 AND FOR THE YEARS 1948 1954, 
EXPRESSED FOSSIL TONS EQUIVALENT 7,500 CALORIES 


importance that Italy should keep pace with 
developments other countries, particularly 
the new techniques being elaborated will 
enable her reduce her reliance the con- 
ventional raw materials which she has hitherto 
been obliged import. Happily, the buoyant 
figures her expansion this field warrant 
confidence future trends. With the excep- 
tions West Germany and Spain, Italy shows 


Petroleum 


Coal lignite Electric energy gas products Total 
tons 
1949 1,236 8,861 358 1.5 6,626 26.8 100 
First six months 


Sources: Carbon and Consumption calculated the basis national production data and stocks taken from the 
Coal Committee’s Bullettin. Net import data from foreign trade statistics Italian Institute Statistics. 

Electric energy. Data taken from National Association Electric Power Producers and Distributors (ANIDEL) report for 
1953 hydro- and geo-electric production, imports and exports, less losses distribution estimated apparent con- 


sumption. 


Natural gas. Consumption based Ministry Industry’s data. 


Petroleum products, Obtained adding estimates the Petroleum Union consumption individual products and 
internal consumption refineries calculated crude oil treated for fuel oil and 1.5% for refinery gases. 

The coefficients used for the conversion into fossil tons the various types energy are follows: ton fuel 
oil=1.68 tons coal, ton petrol=1.88 tons coal, ton gasoil=1.76 tons coal, ton paraffin=1.81 tons 
coal, ton LPG refinery gas=1.94 tons coal, cubic metre natural gas=1.5 kilogrammes coal, 
kilogrammes coal, ton Italian tons coal, ton Sulcis coal=o.8 tons coal, ton piceous 


the natural resources embark this policy 
belied the magnificent achievements 
the iron and steel industry, which has raised 
the consumption finished steel million 
tons year, figure which certain ex- 
pand considerably. 

Progress two other fields necessary 
Italy take her rightful place among 
industrial nations chemicals and 
power. the former respect that the 
main advances industrial technique are 
present being realised, and the greatest 


tons coal, ton xyloid tons coal. 


the steepest increase output Europe since 
1950. Taking 100 the base figure for that 
year, output for 1953 was follows (ECE 
Bulletin, Second Quarter, 1954): Spain: 176; 
West Germany: 145; Italy: 140. But even 
greater grounds for optimism are afforded 
the fact that hydrocarbons, the basic material 
for the new synthetic chemical products, are 
now available abundance Italian 
facturers and that, already indicated, the 
fullest possible advantage this favourable 
conjuncture being taken ENI. 


—_ ene ah 


I 


regards power, here, too, the situation 
has been radically transformed the develop- 
ment methane and electricity Table 
shows. 


INDEX NUMBERS PRODUCTION ENERGY (a) 
100 
Western Germany 124 132 140 
Norway 101 107 125 


Source: ECE Bulletin for Europe, Second Quarter 
Vol. 


(a) The index numbers cover the production coal, petro- 
leum, electricity, steam, natural and manufactured gas. 


This improvement, gratifying itself, 
even more remarkable the rate increase 
compared with that other European 
countries. and III illustrate the 
point. 


The comparison would still more fa- 


vourable account were taken the 


increases the amount oil available 
Italy result the recent discoveries 
Sicily. Even so, the marked disparity between 
Italy and some her more fortunate neigh- 
bours makes still more imperative that noth- 
ing should allowed impede the max- 
imum expansion the amount energy 
available Italian industry. Another, less 
important, benefit accruing Italy from the 
development her natural gas resources is, 
emphasized AVR, the relief afforded 
her balance payments. was calculat- 
his article that, production were 
approximately 6,500 million cubic me- 
ters, Italy would able dispense with all 
imports fuels other than those necessitated 
technical and geographical considerations. 
Expressed other terms, the eventual saving 


The Future Italian Natural Gas and Oil 


made possible the expansion methane 
production was estimated the equivalent 
million tons hard coal. The equation, 
however, dynamic one view the 
increasing demands Italian industry 
sources energy and, fact, this increase 
has been such keep the imports coal 
fairly constant level just under 
million tons, while imports fuel oil are 
actually increasing. The probability the- 
refore, that the methane gas industry will 
more than keep pace with the increased 
need for power and thus prevent addition 
Italy’s bill for fuel imports rather than lead 
actual saving. Should the recent disco- 
veries oil Sicily fulfil the high hopes 
placed them, possible, the contrary, 
that Italy’s foreign deficit current account 
will materially eased. But any estimate 
the saving would necessity highly spe- 


ESTIMATED CONSUMPTION TYPES ENERGY 
1953 NUMBER EUROPEAN COUNTRIES 


Con- Percentage composition 


Thous- sump- consumption 

ands 

Countries per Petro- Hydro- 

> 6 

United King- 


Source: OEEC Statistical Bulletin (General Statistics 1954). 


Special mention must made, this 
connection, the problem the South. 
far discoveries any importance have been 
made except for that the oil Ragusa (5). 


(5) See note 223. 
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therefore all the more important that the 
fullest productive use should made this 
addition Italian resources and that intensive 
prospecting should undertaken make 
available the oil and methane which recent 
surveys suggest exist the Marches and 
Calabria. The new legislation present under 
discussion for South and Central Italy provides 
for policy free competition subject 
maximum concession 300,000 hectares 
any one firm, except the case ENI, which 
will allowed much can tackle. 
probable, however, that the law will 
ensure that considerations the national 
interest are given priority. Italy has had un- 
fortunate experience postwar years the 
ease with which sectional interests are able 
circumvent the law. Indeed, many experts 
are concerned lest the hold obtained foreign 
concerns Sicily and the predominance 
which private firms, both Italian 
Italian, may secure the South will place 
serious obstacles the way the formulation 
national fuel policy. The danger 
regarded particularly acute periods 


world overproduction when there may 
tendency slow the case such mar- 
ginal enterprises the Sicilian wells. 
also pointed out that, however generous the 
royalties may appear, they are means 


high those prevailing the Middle East, par- 
ticularly account taken the important 
part played earlier surveys AGIP 
locating the oil-bearing areas (and hence 
enabling present prospectors cut out much 
the tedious preliminary effort) and the 
much smaller haul involved transporting 
the raw material the refinery and the 
potential market. 

These and similar considerations are likely 
demagogically exploited the extreme 
left the forthcoming regional elections next 
May June and not improbable that 
they may swing section public opinion 
away from the moderate parties. 

Italy, the contrary, recent statements 
Ministers indicate that alteration 
ENI’s status present contemplated and 
that the revised law governing oil and me- 
thane South and Central Italy will very 
carefully scrutinised before finally adopt- 
ed, order ensure that the Italian economy 
will derive the fullest possible benefit from 
these national resources. Whatever the out- 
come the relevant discussion Parliament 
and the polemics the same subject 
the country large, certain that the 
future these resources will emerge more 
and more clearly one the decisive poli- 
tical issues the day. 
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ITALIAN BUDGET SUMMARY 
(milliards lire) 


STATISTICAL APPENDIX 


Table 


Revenue 


(a) Current revenue and movement capital; year account and arrears. 
(b) Estimates December 31, 1954. 
Source: Conto riassuntivo del Tesoro. 


ITALIAN DOMESTIC PUBLIC DEBT 


vances 
period sury jcurrent bythe 
counts Italy 


100 1,212 2,473 993 538 2,593 


Source: Conto riassuntivo del Tesoro. 


December 1952 December 1953 


milliards 
lire 


Factors increasing the money circulation 


(*) Mainly, export credits. 


(milliards lire Index Numbers, 


Consolidated Redeemable Floating debt 


6,123 

6,860 

15.0 3,110 
8,306 45.7 3,803 
8,330 46.5 3,811 
8,430 46.9 3,841 
8,700 48.5 3,926 


FACTORS AFFECTING THE CIRCULATION THE BANK ITALY 


December 1953 December 1954 


Factors increasing the money circulation 


Increase in: gold and cash 5.6 Increase in: balances abroad 
balances abroad 20.1 credits clients 
Decrease in: Treasury current account. 
Factors decreasing the money circulation 
Factors decreasing the money circulation Decrease in: gold and cash hand 
sundry accounts (assets) 3.6 Increase in: Lira Counterpart Fund 
Increase in: free and fixed deposits 22.4 free and fixed 
sundry accounts (liabilities) sundry accounts (liabilities) 
Net increase the circulation Net increase the circulation 


Cash 


205 
402 
188 

234 

132 


t | 


Expenditure 


Table 


Total domestic 
public debt 


sury 
2,106 
2,600 
| 2,925 | 
2,940 
3,018 
3,029 
milliards 
41.3 
142.2 
201.5 
3-7 
2.7 
39-5 
68.8 
10.1 
115-9 
85.6 
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DEPOSITS AND CURRENT ACCOUNTS ITALIAN BANKING SYSTEM AND POSTAL SAVINGS BANKS 
(index numbers, 1938=1) 


Banking System (a) Postal Savings Banks 


Current 
Accounts (b) 
Mil- Mil- Mil- Mil- Mil- posits and 


Current 
Total 


Accounts 


Deposits 


36.5 

35-5 


1953-Dec. 1954: 


(a) The data refer 365 banks (commercial and savings banks) which hold about 99% the total deposits collected all 
Italian banks. 

(b) Inter-bank current accounts are excluded. 

Source: Bollettino the Bank Italy. 


DEPOSITS, CURRENT ACCOUNTS AND ASSETS ITALIAN BANKS (a) 
(millions lire) Table 


Amount outstanding 


Cash and sums available sight. 277,966, 302,123 288,696 
Fixed deposits with the and 


Deposits and current accounts. 219.3 229.1 257-6 265.1 276.0 
Cash and sums available sight. 204.1 164.4 164.5 212.4 178.7 170.7 
Fixed deposits with the and 

Government Securities 193.8 184.8 194.3 196.5 199.4 


deposits and current a/cs 


Cash and sums available sight. 10.3 6.8 
Fixed deposits with the and 

other Institutions 12.6 12.4 11.9 12.4 13.0 14.8 
Government Securities (b) 20.2 19.6 20.5 20.2 19.6 


(a) The data refer 365 banks (commercial and savings banks) which hold about 99% the total collected all 
Italian banks. 

(b) Treasury bills and other Government securities. Nominal value. 

(c) Includes: bills hand, rediscount the Bank Italy, contangoes, advances, current accounts, credits abroad, loans recov- 
erable salaries, credits note hand, mortgage loans, curremt accounts with sections for special credits, non-Government 
rities, participations. 


Source: Bollettino the Bank Italy. 
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Year month 


1951 December 
1952 December 
1953 March 
June 
September 
December 
1954 March 
June 
September 
October 
November 
December 
Dec. 
change 


Year month 


1952 av. 
1953 av. 


1953 June 
December 


1954 March 
June 
September 
November 
December 


1953 June 


Amount 


lire) 


1,304.2 
6,271 
1,310.3 5,823 
1,285.7 
1,349.6 
6,644 
1,379-1 6,129 
1,389.0 6,173 
1,462.8 6,524 
1,458.6 6,482 


6.7 
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modities 
5,288 5,624 
5,686 
5-246 
5,808 
5,861 
1.7 


Bonds 


Price Yield 
cent 


101.9 
101.1 


All 
Year 
month mo- 
dities 


Dec. 
March 

June 

Sept. 

Oct. 5,276 

Nov. 

Dec. 


per an- 


num) 


° 


99-6 


99-6 
99-1 


99.1 
99-1 
99-3 
100.3 


BWW 


VIN NS 


> 


Source: Bollettino the Bank Italy. 


Foodstuffs 
Vege- 
table Animal 


12.4 


Source: Bollettino Mensile Statistica. 


Consolidated 


Redeemable 


Price 


cent 
number per an- 


88.2 


Textiles 


num) 


Foot- 
wear 


Government 


Cost 
Living 


5,612 
5,678 
5,850 
5,857 
5,847 
5,882 


3.6 


Treasury 
Bonds 


Price 


Yield Price 


Wage rates 
industry 


6,685 
8,005 
8,012 


5-7 


Average 


(index 


number per an- 
num) 


89.2 
86.3 
86.0 
84.2 
84.2 
85.6 
84.9 
84.9 
84.8 
84.9 


Hides, Raw mate- 
Skins 


and engi- 
neering 


products 


6,689 
6,767 


6.06 89.1 
5-93 
6.13 88.5 
6.15 88.3 
6.28 86.4 
6.28 87.1 
6.18 88.2 
6.23 87.6 
6.23 87.8 
6.24 87.5 
6.23 87.6 


WHOLESALE PRICES GROUPS COMMODITIES 
(Index Numbers, 


Fuels 


4,080 
4,006 
4,278 


4,260 


3.1 


ficants 


rs T 


materials 
and 
products 


6,008 
5,286 
5,118 
5,113 
5,126 
4,992 
5,017 
5,038 
5,080 


num) 


NOTE CIRCULATION, PRICES, WAGES AND SHARE QUOTATIONS ITALY 
(Index Numbers, 1938= 


Table 
Share 
quotations 
1,714.9 885 
2,316.6 770 2,961 
765 
755 2,903 
745 2,865 
720 2,769 
2,438.6 722 2,776 
2,746 
717 
2,822.3 721 2,773 
2,922.7 720 2,769 
3,089.7 722 2,776 
29.2 0.2 


PRICES AND YIELDS ITALIAN SECURITIES MAIN CATEGORIES 
(annual monthly averages) 


6.12 
6.16 
6.17 
6.31 
6.26 
6.18 
6.22 
6.21 
6.23 
6.22 


(a) End year month. Includes: Bank Italy notes and Treasury notes; (b) Bollettino the Bank Italy; (c) Bol- 
lettino Mensile Statistica issued the Central Institute Statistics; (d) Business Statistics Centre Florence. 


Table 


Shares 


Bricks, 
Lime 
and 
Cement 


Yield Price Yield 

(per (per cent 

number per an- number per an- 
num) 


6.56 
6.19 


6.37 
6.21 


6.35 
6.38 
5-69 


Table 


Glass 


Lum- 
ber goods 
7,250 8,318 


8,440 
8,440 
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a i. 
6.42 
87.9 6.44 
87.5 6.47 
88.7 6.38 
89.0 6.36 
89.1 6.35 
89.4 6.33 
88.9 6.37 
88.9 6.37 
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WAGES AND SALARIES ITALY 
(gross retributions inclusive family allowances) 
(Index Numbers, 1938= 100) Table 
Specialized workers 6,583 6,726 6,909 6,975 6,981 6,981 
Ordinary workers and semi-skilled labourers 8,161 8,220 8,227 5.8 
Labourers 8,422 8,603 8,807 8,874 8,879 8,879 
Government Civil Employees: 
(a) Administrative grade; (b) Executive grade; (c) Clerical grade. 
Source: Bollettino Mensile Statistica. 
NATIONAL INDEX LIVING COST Table 
Heating and 
Year month All Items Foodstuffs Clothing lighting Housing 
av. 5,320 6,279 6,975 1,232 
1952 av, 6,541 6,415 1,565 5,501 
1953 av. 6,680 6,224 4,091 1,720 
1953 June 5,718 6,788 6,185 1,713 
December 5,678 6,693 6,291 4,084 1,772 
1954 March 6,708 6,306 4,082 1,804 
June 5,850 6,948 6,310 4,071 1,818 5,626 
October 5,847 6,927 6,312 4,083 1,841 5,691 
November 5,874 6,958 6,315 4,081 1,878 
5,882 6,970 6,310 4,069 1,878 
Dec. 1953-Dec. 1954: 
Source: Bollettino Mensile Statistica. 
UNEMPLOYMENT ITALY CLASSES Toble 


End period 


1952 Monthly 

1953 

1953 June 
December 


» 


Class 


Class 
(a) 


1,260,854 
1,281,967 
1,383,237 
1,362,289 
1,208,957 
1,202,803 
1,192,299 
1,298,176 
1,428,700 


(b) 


588,824 
664,566 
652,756 
685,953 
685,649 
631,172 
625,017 
617,849 
614,610 
622,238 
638,110 
668,400 


(c) 
132,403 
133,071 47,840 
132,042 46,347 
139,112 54,030 
135,596 
136,482 53,557 
53,402 
134,828 54,589 
136,978 55,868 
138,500 59,000 


Class 
(e) 


51,883 
52,489 
51,680 
49,200 
43,683 
42,620 
42,511 
43,236 
49,600 


2,181,230 
2,312,407 
2,290,280 
2,072,524 
2,060,201 
2,040,166 
2,085,565 
2,344,200 


which 


jwomen 


673,876 
7515327 
743,488 
716,620 
736,955 


(2) Unemployed workers who were previously employed. (b) Young persons under years age, and other 
search their first employment, discharged from the armed forces. (c) Women engaged house work who are secking their 
first (d) Pensioners search employment. Employed workers search other employment. 

Source: Ministry Labour. 


a 
| 


206 227 
+7.4 
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ITALIAN INDUSTRIAL PRODUCTION INDEXES (a) 
(unadjusted, 1938= 100) Table 
| ndex fe) aper neer- ic u ower 
175 150 150 113 129 149 161 212 160 202 


(a) the problem index numbers industrial production, see this Review, No. 16, January-March 1951: note 
the Index Numbers Italian Industrial Production, pag. 34; and National Income, Consumption and Investments 

Source: Mensile Statistica. 


SELECTED BUSINESS INDICATORS 
Index Numbers, 1948 (annual average)=100 


Table 


Iron and steel 


Goods Number 


Sales 
loaded and Industry 


ports spatched 


September 423-0 194-9 163.8 371-2 256.7 142.4 778.2 
594-2 161.2 706.3 145-4 150.4 244-7 123.6 
385.8 206.3 135-7 529.0 355-7 120.4 
383.5 213.0 148.0 350.2 1,567.6 125.8 
618.4 204.6 173-3 412.4 280.4 162.5 1,025.8 136.3 
558.3 219.3 163.8 545.2 137-8 
Source: Previsioni breve termine. 
ITALY’S IMPORTS AND EXPORTS, 1953 AND 
(millions lire) 
Month 


Source: Statistica del Commercio con 
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ITALY’S PRINCIPAL AGRICULTURAL PRODUCTS Table 
1953 1954 (prov.) 100 
Production Production production per 
Products 


| 

Cereals: 


Leguminous Plants: 


Potatoes and Vegetables: 


Industrial Crops: 


992.5 1,014.0 185.8 189.8 


(a) For seeding only. 
Central Institute Statistics and Ministry Agriculture. 


| 
d 
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Table 
CAPITAL, SHARE PRICES, AND DIVIDENDS SOME ITALIAN COMPANIES QUOTED STOCK EXCHANGES 
Last Dividend Percentage 
Price 
value dividend 
Companies (thousands Dee. 31, 
1954 
Financial and Insurance 
Finmare Soc, Marittima 18,000,000 500 2.11.54 32.50 422.50 7-69 
Strade Ferrate Meridionali (Bastogi) 1,000 7-54 80.— 
S.T.E.T. Soc. Torinese Eserc. Telefonici 40,000,000 12. 2,870.— 
Assicurazioni Generali 12,000,000 6,000 2.29 
Riunione Adriatica 2,250 160.— 7,660 2.09 
Textiles 
Linificio Canapificio Nazionale 
Cotonificio Cantoni 2,400,000 1,000 26. 4.54 300.— 13,640.— 2.20 
Minerals, Metals and Engineering 
Monte Amiata 2,870,000 1,750 2.25 
Finsider 30,600,000 500 19. 7-54 37-50 6.88 
Ilva Alti Forni 15,000,000 300 26. 4-54 
Dalmine 12,000,000 500 4.54 5-86 
Public Utilities 
Idroelettrica Piemonte 62,680,798 1,200 30. 4.54 84.— 1,441-—| 
Vizzola Soc. Lombarda Distr. 22,344,000 2,000 26. 4.54 160.— 2,800.— 5-71 
Soc. Elettrica Selt-Valdarno 23,100,000 280.— 5-61 
Soc. Romana Elettricita 23,100,000 3,500 20. 4.54 5-71 
Foodstuffs 
Chemicals 
Montecatini 84,000,000 1,000 26. 1,892.— 6.08 
Az. Naz. Idrogenazione 7,200,000 1,000 5.54 1,441.— 
| 
Sundry 
Soc. Generale Immobiliare 250 30.— 628.— 4.78 
Pirelli Soc. per Azioni 1,000 29. 3-54 110.—(h), 3.83 


(a) shares nominal value 200. shares nominal value (c) the business year 1954 
shares nominal value 300. (g) shares nominal value 3,000. (h) shares nominal value 800. 
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Table 
MINIMUM AND MAXIMUM QUOTATIONS SOME ITALIAN COMPANIES QUOTED STOCK EXCHANGES 
(Lire) 


Maxi- Mini- Maxi- Mini- Maxi- Mini- Maxi- Mini- Mini- 


| 
Financial and Insurance 


S.T.E.T. Soc. Torinese Eserc. Telefonici 2,465 2,280 2,705, 2,340 


Textiles 
Minerals, Metals and 
| | | | 
| | | 
| | | | 
| 
Foodstuffs 
Chemicals 
Sundry 
| 


Source: Bollettino Mensile Statistica. 
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BRANCHES ITALY 


BRUNICO SCHIO 
MERANO VERONA 
BOLZANO VICENZA 
TRENTO UDINE 
BRESCIA PADOVA 
MANTOVA MESTRE 
BERGAMO 
MODENA 
TRIESTE 
CREMONA SOTTOM. CHIOGGIA 
MILANO CHIOGGIA 
PAVIA FERRARA 
RAVENNA 
TORINO FORLI' 
CORTEOLONA RIMINI 
CATTOLICA 
SAVONA SENIGALLIA 
SAMPIERDARENA ANCONA 
CASTEGGIO 
GENOVA 
PIACENZA 


PORTO 


FIORENZUOLA CIVITANOVA 


PARMA 


MACERATA 
CARRARA FERMO 
REGGIO EMILIA PORTO S.GIORGIO 
LUCCA S.BENEDETTO DEL 
PORTO TORRES FABRIANO 
ALGHERO ASCOLI PICENO 
LECCE 
LIVORNO BARI 
MONSUMMANO PESCARA 
LANCIANO 
PRATO 
FIRENZE TERAMO 
GROSSETO CORIGLIANO 
CAGLIARI CROTONE 
PERUGIA NOLA 
CIVITAVECCHIA COSENZA 
FOLIGNO SALERNO 
ROMA 
L'AQUILA NAPOLI 
LATINA ROSARNO 
SULMONA REGGIO CALABRIA 
BENEVENTO MESSINA 
PALERMO CATANIA 


DEPENDENCIES ABROAD 


Representative Offices: NEW YORK Wall Street LONDON 54, Threadneedle Street 
PARIS Rue Paix FRANKFURT a/M Eschersheimer Landstrasse 
RIO JANEIRO Rua Visconde 134 


Branch Spain: MADRID Principe, 
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